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DEPARTMENT  OF  HEALTH, 
EDUCATION,  AND  WELFARE 

Office  of  Education 
[  45  CFR  Part  177  ] 

GUARANTEED  STUDENT  LOAN 
PROGRAM 

Notice  of  Proposed  Rulemaking 

In  accordance  with  section  503  of  the 
Education  Amendments  of  1972  (Pub.  L. 
92-318)  and  pursuant  to  the  authority 
contained  in  Title  IV,  Part  B  of  the 
Higher  Education  Act  of  1965,  as 
amended  (20  U.S.C.  1071  through  1087- 
2) ,  the  Commissioner  of  Education,  with 
the  approval  of  the  Secretary  of  Health, 
Education,  and  Welfare,  proposes  to 
amend  Part  177  of  Title  45  of  the  Code 
of  Federal  Regulations  to  read  as  set 
forth  below.  Part  177  covers  the  Guar¬ 
anteed  Student  Loan  Program  (GSLP). 

It  is  hoped  that  interested  parties  will 
read  the  proposed  revision  of  the  pro¬ 
gram  regulations  with  care  and  will  com- 
mxmicate  their  observations  and  com¬ 
ments  regarding  the  proposed  regula¬ 
tions  to  the  Office  of  Guaranteed  Student 
Loans.  It  should  be  noted  that  in  the 
following  discussion  there  are  several 
places  where  it  is  indicated  that  the 
Commissioner  is  particularly  interested 
in  receiving  reader  comment  on  certain 
provisions.  However,  these  specific  in¬ 
vitations  to  comment  should  in  no  way 
obscure  the  Commissioner’s  interest  in 
receiving  comments  on  anything  in  the 
proposed  comprehensive  revision  of  the 
Guaranteed  Student  Loan  Program 
regulations  which  a  reader  may  wish  to 
ccmununicate,  including  program  prob¬ 
lem  areas  which  a  reader  may  have 
identified  and  which  he  believes  are  left 
unaddressed  in  the  proposed  regulations. 

This  proposed  revision  of  the  regula¬ 
tions  w'as  prepared  prior  to  enactment 
of  the  Education  Amendments  of  1976 
(Pub.  L.  94-482),  which  amend  the 
statutory  provisions  governing  the 
GSLP,  An  explanation  of  the  impact  of 
the  new  law  upon  the  program  and  these 
proposed  regulations  is  provided  imder 
the  separate  heading  “Education  Amend¬ 
ments  of  1976”  at  the  end  of  this  pre¬ 
amble. 

Overview 

Title  TV,  Part  B  of  the  Higher  Educa¬ 
tion  Act  of  1965,  as  amended,  authorizes 
postsecondary  educational  assistance  in 
the  form  of  law  interest  loans  to  students 
through  the  Guaranteed  Student  Loan 
Program  (GSLP) .  The  program’s  bene¬ 
fits  are  available  through  loan  guarantee 
programs  of  State  and  private  nonprofit 
agencies,  under  direct  State  loan  pro¬ 
grams  and,  in  limited  circumstances,  un¬ 
der  a  program  of  Federal  loan  insurance. 
Many  of  the  proposed  amendments 
would  implement  changes  in  the  program 
designed  to  minimize  the  risk  of  loss  to 
the  United  States.  Others  are  intended 
to  conform  the  program  regulations  to 
changes  in  the  authorizing  legislation. 
Still  other  amendments  consist  of 
stylistic  or  minor  wording  changes  to 
clarify  the  intent  and  requirements  of 


existing  regulations  in  order  to  facili¬ 
tate  understanding  and  compliance. 

This  preamble  does  not  attempt  to 
describe  each  change.  Rather,  only 
significant  proposed  changes  are  de¬ 
scribed.  New  regulations  are  described 
and  identified  as  such. 

The  sequence  of  the  regulations  has 
been  modified  to  facilitate  reference  by 
their  presentation  in  logical  order.  A  new 
table  of  contents  follows  which  indicates 
the  proposed  regulations  as  well  as  (in 
parentheses)  the  corresponding  regula¬ 
tions  previously  promulgated.  Those  sec¬ 
tions  preceded  by  an  asterisk  are  not 
included  in  this  printing.  (Those  sections 
include  all  of  current  Subparts  F  and  G 
except  §  177.63(e),  which  are  being  re¬ 
designated  as  Subparts  G  and  H  and  are 
not  being  revised  except  for  cross-ref¬ 
erences  therein.)  A  separate  set  of  pro¬ 
posed  regulations  (S  177.11(f)  and  §  177.- 
51(c) )  dealing  with  an  escrow  agent  dis¬ 
bursement  plan  is  found  in  this  issue  of 
the  Federal  Register.  When  the  proposed 
regulations  are  published  in  final  form, 
the  publication  w^ill  include  all  GSLP 
regulations.  This  will  provide  the  total 
regulations  package  in  a  convenient 
format. 

Part  177 — Guaranteed  Student 
Loan  Program 

SUBPART  A - PURPOSE  AND  SCOPE 

Sec. 

177.1  Program  purpose  and  statutory  au¬ 

thority. 

177.2  Guaranteed  agency  programs. 

177.3  Direct  State  loan  programs. 

177.4  Federal  Insured  Student  Loan  Pro¬ 

gram  (PISLP) . 

177.5  Applicability  of  subparts  in  Part  177. 

SUBPART  B - GENERAL  PROVISIONS 

177.11  Definitions.  (177.1) 

177.12  Permissible  charges  to  students. 

(177.6) 

177.13  Prohibited  transactions.  (177.6) 

177.14  Affidavit.  (177.10) 

177.15  Forms. 

177.16  Treatment  by  lenders  of  refund 

amounts  received  from  partici¬ 
pating  institutions. 

SUBPART  C - FEDERAL  PAYMENTS 

177.21  Interest  benefits.  (177.2, 177.4) 

177.22  Adjusted  family  income.  (177.3) 

177.23  Special  allowance.  (177.4) 

177.24  Death  and  disability  payments. 

(177.6) 

177.25  Administrative  cost  allowance. 

(177.4) 

SUBPART  D - GUARANTEE  AGENCY  PROGRAMS 

177.31  Scope. 

177.32  Agreements  between  guarantee 

agencies  and  the  Commissioner. 

177.33  Payment  of  Federal  interest  bene¬ 

fits.  (177.12) 

177.34  Payment  of  Federal  advances  for 

reserve  funds.  (Subpart  C) 

177.35  Federal  reinsurance.  (Subpart  D) 

177.36  Records,  reports  and  inspections. 

(177.8) 

SUBPART  E - DIRECT  STATE  LOAN  PROGRAMS 

177.41  Scope. 

177^42  Requirements  for  payment  of  Fed¬ 
eral  Interest  benefits  and  death 
and  disability  payments.  (177.14) 
177.43  Records,  reports  and  Inspections. 
(177.8) 


SUBPART  F - FEDERAL  INSURED  STUDENT 

LOAN  PROGRAM 

Sec. 

177.51  Circumstances  under  which  loans 

may  be  federally  insured.  (177.41) 

177.52  Agreements  between  eligible  lenders 

and  the  Commissioner.  (177.42) 

177.53  Conditions  for  insurabiltiy  of  indi¬ 

vidual  ioans.  (177.44) 

177.54  Limitations  on  maximum  loan 

amounts.  (177.43) 

177.65  Issuance  of  Federal  loan  insurance. 
(177.42) 

177.56  Insurance  premiums.  (177.45) 

177.57  •  Disbursement  of  loans.  (177.46) 

177.68  Repayment  of  loans.  (177.46) 

177.59  Due  diligence.  (177.48) 

177.60  Forbearance.  (177.51) 

177.61  Transfers  of  insured  loans.  ( 177.49) 

177.62  Cancellation  of  loan  for  death  or 

disability.  ( 177.47) 

177.63  Cessation  of  lender  collection  activ¬ 

ity  in  certain  cases. 

177.64  Procedures  for  filing  and  payment 

of  claims.  (177.48) 

177.65  Determinations  of  amount  of  loss 

on  default  claims.  (177.52) 

177.66  Records,  reports  and  inspections. 

(177.8) 

177.67  Collection  efforts  by  the  Commis¬ 

sioner  after  payment  of  default 
claims. 

SUBPART  G - REQUIREMENTS  AND  STANDARDS  FOR 

PARTICIPATING  EDUCATIONAL  INSTITUTIONS 

177.71*  Agreements  between  eligible  insti¬ 
tutions  and  the  Commissioner. 

(177.61) 

177.72*  Procedures,  records  and  reports. 

(177.62) 

177.73  Refunds.  (177.63)  (Only  paragraph 
(e)  included  herein.) 

177.74*  Provision  of  Information  to  a  pro¬ 
spective  student.  (177.64) 

177.75*  Admissions  criteria  for  a  vocational. 

trade  or  career  program.  (177.65) 
177.76*  Additional  standards  for  evaluating 
an  eligible  Institution.  (177.66) 

SUBPART  H - PROCEDURES  FOR  THE  LIMITATION. 

SUSPENSION  OR  TERMINATION  OF  ELIGIBILITY 
FOR  PROGRAMS  UNDER  THIS  PART 

177.81*  Purpose  and  scope.  (177.71) 

177.82*  Definitions.  (177.72) 

177.83*  Possible  sanctions.  (177.73) 

177.84*  Effect  on  prior  participation. 

(177.74) 

177.85*  Informal  compliance  procedure. 

(177.75) 

177.86*  Suspension.  (177.76) 

177.87*  Limitation  and  termination. 

(177.77) 

177.88*  Denial  or  limitation  of  initial  ap¬ 
plication  or  reinstatement. 

(177.78) 

SUBPART  A— PURPOSE  AND  SCOPE 

1.  A  new  Subpart  A  Is  proriosed  which 
sets  forth  the  purpose  and  scope  of  the 
Guaranteed  Student  Loan  Program  and 
its  various  elements.  This  subjiart  also 
provides  a  brief  overview  of  each  segment 
of  the  prt^ram  and  indicates  which  por¬ 
tion  of  the  regulations  applies  to  each 
segment. 

2.  New  §  177.1  describes  the  purpose 
of  the  GSLP  and  cites  the  basic  statutory 
authority  for  the  program. 

3.  New  §  177.2  covers  student  loan  in¬ 
surance  programs  administered  by  State 
and  nonprofit  private  guarantee  agen¬ 
cies  and  describes  the  Federal  benefits 
available  to  guarantee  agencies,  lenders 
participating  imder  guarantee  agency 
progrrams,  and  students  who  receive  loans 
from  these  lenders. 
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4.  New  §  177.3  covers  direct  State  loan 
programs  and  describes  the  Federal  ben¬ 
efits  available  to  such  programs  and  to 
the  borrowers  who  obtain  loans  imder 
them,  nils  section  also  clarifies  that  di¬ 
rect  State  loan  programs  are  not  to  be 
confused  with  States  that  act  as  lenders 
under  guarantee  agency  programs  or  the 
program  of  Federal  loan  insurance.  As 
of  August  1,  1976,  there  were  no  direct 
State  loan  programs  in  operation,  insofar 
as  making  new  loans  is  concerned. 

5.  New  §  177.4  covers  the  Federal  In¬ 
sured  Student  Loan  Program  (FISLP) 
and  describes  the  limited  circiunstances 
under  which  Federal  loan  insurance  is 
available  to  lenders.  The  section  also  de¬ 
scribes  the  Federal  benefits  available  to 
lenders  participating  in  the  FISLP  and 
to  students  who  obtain  federally  insured 
loans. 

6.  New  §  177.5*  indicates  the  subparts 
of  the  regulations  to  which  each  .segment 
of  the  program  is  subject. 

SUBPART  B — GENERAL  PROVISIONS 

1.  Definitions,  a.  A  new  definition  “dis¬ 
bursement”  (§177.11(0)  is  proposed  in 
order  to  clarify  when  a  loan  is  considered 
by  the  Ofllce  of  Education  to  have  been 
advanced  to  a  student  borrower.  The  def¬ 
inition  requires  an  actual  transfer  of 
loan  proceeds  except  that,  in  the  case 
of  an  educational  institution  acting  as 
a  lender,  disbursement  can  occur  when 
a  credit  is  applied  to  the  student’s  ac¬ 
count,  provided  that  a  written  notice  is 
sent  to  the  student  advising  him  that 
such  a  credit  is  being  made. 

b.  The  definition  of  “eligible  lender” 
(§  177.11(e) )  has  been  revised  to  specify 
that  the  requirement  that  a  financial  or 
credit  institution  such  as  a  bank,  a  sav¬ 
ings  and  loan  association,  or  a  credit 
union  must  be  subject  to  examination 
and  supervision  by  a  Federal  or  State 
agency  means  thst  the  institution  must 
be  subject  to  such  examination  and  su¬ 
pervision  in  its  capacity  as  a  lender 
rather  than  in  some  other  capacity,  and 
that  if  the  examination  and  supervision 
is  by  a  State  agency  it  must  be  by  an 
agency  of  the  State  in  which  the  institu¬ 
tion  has  its  principal  place  of  business. 
For  example,  the  fact  that  an  institution 
might  be  subject  to  examination  and  su¬ 
pervision  by  the  Internal  Revenue  Serv¬ 
ice  or  the  Securities  and  Exchange  Com¬ 
mission  would  not  qualify  the  institution 
as  an  eligible  lender. 

c.  A  new  definition  “graduate  or  pro¬ 
fessional  student’’  (§  177.11(h))  is  pro¬ 
posed  in  order  to  identify  those  students 
who  would  qualify  for  the  increased  aca¬ 
demic  year  loan  maximum  amounts  un¬ 
der  §  177.33(a)  (1)  (i)  and  §  177.54(a)  (2) 
and  the  $10,000  aggregate  loan  amount 
limit  under  §  177.33(a)  (1)  di)  and 
5  177.54(c). 

d.  'The  definition  of  “holder”  (§  177.11 
( k) )  has  been  revised  to  include  the  Stu¬ 
dent  Loan  Marketing  Association  which, 
by  law,  iso,n  eligible  holder  of  loans  made 
under  the  Guaranteed  Student  Loan 
Program.  Otherwise,  only  eligible  lend¬ 
ers  can  qualify  as  holders  of  loans. 

e.  'The  definition  of  "institution  of 
higher  education”  (§  177.1  KD)  has  been 


revised  to  specify  that  an  institution  of 
higher  education  may  not  admit  more 
than  a  small  proportion  of  persons  not 
having  a  high  school  diploma  or  its  equiv¬ 
alent.  This  is  consistent  with  the  statu¬ 
tory  definition  of  “eligible  institution” 
(20  U.S.C.  1085(b))  which  requires  that, 
in  order  to  be  eligible  to  participate  in 
the  Guaranteed  Student  Loan  Program, 
an  institution  of  higher  education  must 
admit  as  regular  students  only  persons 
having  a  high  .school  diploma  or  its 
equivalent. 

f.  The  definition  of  “matriculate” 
(§  177.11(0)),  which  bears  on  the  time 
at  which  a  loan  may  be  disbursed,  has 
been  revised  to  provide  that  a  corre¬ 
spondence  student  will  not  be  considered 
to  have  matriculated  until  he  has  sub¬ 
mitted  one  lesson  after  his  acceptance  for 
enrollment  at  an  institution  and  without 
the  assistance  of  school  personnel  or 
their  agents.  The  reason  for  this  revision 
is  that  some  correspondence  schools  have 
sought  to  “matriculate”  students  by  com¬ 
pleting  lessons  for  the  students;  such 
conduct  does  not  evidence  the  student’s 
intention  to  pursue  the  course.  This  re¬ 
vision  will  not  prohibit  a  school  repre¬ 
sentative  from  helping  a  student  with  the 
first  lesson  and  the  enrollment  applica¬ 
tion;  it  merely  specifies  that  before  that 
student  w'ill  be  considered  matriculated, 
an  additional  lesson,  completed  only  by 
the  student,  must  be  submitted  to  the 
school  after  he  has  been  accepted  for 
enrollment. 

g.  A  new  definition,  “participating  in¬ 
stitution”  (5  177.11(p)),  has  been  added 
in  order  to  identify  eligible  institutions 
(as  defined  in  §  177.11(d))  which  have 
signed  an  agreement  with  the  Commis¬ 
sioner  for  participation  in  the  Guaran¬ 
teed  Student  Loan  Program  pursuant  to 
what  will  be  §  177.71  (now  §  177.61) .  Most 
provisions  in  these  proposed  regulations 
relate  to  “participating  institutions”. 

2.  Section  177.12(a)  has  been  revised  to 
indicate  that  compounding  of  interest  on 
a  loan  covered  by  this  part  is  prohibited 
for  purposes  of  computing  the  impaid 
principal  balance  in  determining  the 
amount  of  interest  benefits,  special  al¬ 
lowances  and  reinsurance  claims  which 
are  payable  by  the  Commissioner.  Com¬ 
pounding  under  the  Federal  insurance 
program  is  precluded  except  in  limited 
circumstances.  The  basis  for  these  pro¬ 
hibitions  are  to  some  extent  statutory 
(20  U.S.C.  1078(c)  (1) ;  1078a(a)  (1) )  and 
to  some  extent  to  protect  against  un¬ 
reasonable  financial  demands  on  bor- 
row'ers  and  the  Commissioner.  A  new 
paragraph  (2)  has  also  been  added,  pro¬ 
hibiting  the  use  of  the  “Banker’s  Rule” 
to  compute  interest.  Lenders  may  use  the 
“Approximate  Time-Ordinary  Interest” 
method  or  the  "Exact  Time-Exact  In¬ 
terest”  method  but  may  not  use  the 
“Exact  Time-Ordinary  Interest”  method, 
commonly  called  the  “Banker’s  Rule”, 
w'hich  results  in  an  actual  rate  of  Interest 
in  excess  of  the  allowable  maximum  rate 
of  7  percent  per  annum.  This  prohibition 
is  an  interpretation  of  the  statute  which 
was  communicated  to  all  lenders  in  July 
1971. 


3.  Section  177.12(b)  has  been  revised 
by  adding  a  new  paragraph  (2)  which 
states  the  Commissioner’s  existing  prac¬ 
tice  with  regard  to  the  calculation  of 
insurance  premiums  due  under  the  Fed¬ 
eral  program — i.e.,  that  the  premium  for 
a  loan  must  cover  the  period  until  one 
year  after  it  is  anticipate  that  the  bor¬ 
rower  will  leave  school.  New  paragraph 
(3)  deals  with  the  collection  and  re¬ 
tention  of  insurance  premiums  charged 
under  guarantee  agency  programs.  The 
proposed  regulation,  which  incorporates 
earlier  communications  sent  to  guarantee 
agencies,  specifies  that  refunds  of  insur¬ 
ance  premiums  paid  in  advance  need  not 
be  made  if  the  premium  is  charged  for  a 
period  not  extending  beyond  the  time  for 
which  the  premium  would  be  collected 
under  the  Federal  program.  However,  if 
insurance  premiums  are  charged  for 
periods  beyond  that  time  and  the  stu¬ 
dent  graduates  or  withdraws  earlier  than 
expected,  then  the  insurance  premiums 
must  be  recomputed.  Furthermore,  if  the 
student  defaults,  or  completely  prepays 
the  loan  <  during  a  time  in  which  he 
prepaid  the  insurance  premium  for  more 
than  two  years),  the  amount  of  the  in¬ 
surance  premium  for  periods  subsequent 
to  the  default  or  prepayment  must,  re¬ 
spectively,  be  credited  to  the  loan  balance 
or  refunded  to  the  student. 

4.  Section  177.12(d),  Other  charges, 
has  been  revised  to  specify  the  types  of 
collection  costs  incurred  by  a  lender 
which  may  be  charged  the  borrower.  Per¬ 
missible  charges  may  include  reasonable 
amoimts  for  telegrams  or  long  distance 
telephone  calls,  but  may  not  include  nor¬ 
mal  collection  costs  associated  with  let¬ 
ters,  local  telephone  calls  or  making 
personal  contacts  with  delinquent  bor¬ 
rowers.  To  the  extent  that  it  exceeds  the 
permissible  charges,  a  collection  agency's 
fee  or  a  servicing  agency’s  fee  for  servic¬ 
ing  loans,  including  collection  costs,  may 
not  be  passed  on  to  a  borrower,  directly 
or  indirectly.  However  as  has  previously 
been  the  case,  if  authorized  in  the  note 
reasonable  attorney’s  fees  may  be 
charged  the  borrower. 

5.  A  new  section  177.13,  Prohibited 
transactions,  is  proposed  which  incor¬ 
porates  and  strengthens  the  provisions 
formerly  included  in  section  177.6(e). 
The  regulation  has  been  modified  to 
clarify,  in  accordance  with  the  Commis¬ 
sioner’s  past  interpretation  of  the  exist¬ 
ing  regulation,  that  any  type  of  financial 
inducement  from  an  educational  insti¬ 
tution  to  a  lender,  in  order  to  secure 
funds  for  making  loans  or  to  induce  such 
a  lender  to  make  loans  to  the  students 
of  the  educational  institution,  is  pro¬ 
hibited.  The  previous  regulation  has  also 
been  modified  to  specify  that,  in  addition 
to  the  prohibition  on  educational  insti¬ 
tutions  from  selling  loans  at  discount  ex-, 
cept  w'ith  the  permission  of  the  Commis¬ 
sioner,  the  same  prohibition  against  sell¬ 
ing  loans  at  discount  applies  to  any  eli¬ 
gible  lender  having  ccHnmon  ownership 
with  an  educational  institution;  the  ra¬ 
tionale  for  this  revision  is  that  a  school 
and  a  lender  having  common  ownership 
should  not  be  regarded  as  separate  en¬ 
titles.  The  proposed  regulation  also  spec- 
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ifies  that  these  prohibitions  aK>ly  to  any 
eligible  institution  or  eligible  lender 
which  would  be  a  party  to  these  prohib¬ 
ited  transactions.  However,  to  protect  a 
commercial  lender  which  purchases  loans 
from  an  educational  Institution,  the  pro¬ 
posed  regulations  permit  a  commercial 
lender  to  obtain  a  warranty  from  an  edu¬ 
cational  institution  covering  any  future 
reductions  which  might  be  made  by  the 
Commissioner  in  computing  the  amount 
of  loss,  if  any,  on  default  claims  filed  on 
such  loans,  T^ere  such  reductions  are 
attributable  to  an  act  or  failxire  to  act 
by  the  educational  institution  or  previ¬ 
ous  hrtder  (in  matters  other  than  those 
for  which  a  purchaser  is  charged  with 
responsibility  under  these  regulations, 
such  as  due  diligence  in  the  collection 
of  loans) . 

6.  A  new  section  177.15,  Forms,  is  pro¬ 
posed  which  specifies  that  the  Commis¬ 
sioner  may  prescribe  the  forms  utilized 
in  various  loan  transactions,  the  parties 
who  must  complete  the  forms  and  the 
times  for  transmittal.  This  provisimi  is 
deemed  necessary  to  ensure  the  proi>er 
operation  of  the  program.  The  regulation 
also  specifies  that,  due  to  the  obvious 
potential  for  abuse,  an  educational  in¬ 
stitution,  an  eligible  lender,  or  an  agent 
of  either  party,  may  not  ask  or  permit  a 
borrower  to  sign  in  blank  any  forms  used 
in  connection  with  guaranteed  loans,  nor 
may  the  educational  institution  or  the 
lender  sign  any  forms  in  blank.  Further¬ 
more,  any  form  used  in  connection  with 
a  transfer  of  Federally  insured  loans 
must  identify  and  be  signed  by  any  third 
party  which  completes  the  form  or  other¬ 
wise  facilitates  the  loan  transfer;  the 
Ccmunissioner  will  then  be  cognizant  of 
brokerage  activities  involving  Federally 
Insured  loans. 

7.  New  section  177.16  provides  that  any 
pa3ment  received  by  a  lender  from  an 
educational  institution  which  represents 
a  refund  due  12ie  borrower  shall  be  ap¬ 
plied  to  reduce  the  borrower’s  loan  bal¬ 
ance.  In  the  event  the  lender  is  no  longer 
the  holder  of  the  loan,  the  proposed  regu¬ 
lation  requires  that  lender  to  forward  the 
amount  of  the  refund  to  the  new  holder 
together  with  an  explanation  as  to  the 
source  of  this  amount.  In  addition,  the 
lender  must  also  advise  the  borrower  that 
this  amount  has  been  transmitted  to  the 
new  holder.  The  notice  is  in  addition  to 
the  notice  of  loan  transfer  required  for 
Federally  insured  loans  by  5177.61(c). 

SUBPART  C — FEDERAL  PAYMENTS 

1.  Section  177.21,  Interest  benefits,  has 
been  modified  to  reflect  the  1974  legis¬ 
lative  changes  for  determining  a  stu¬ 
dent's  eligibility  for  Federal  interest  ben¬ 
efits.  Lenders  and  educational  institu¬ 
tions  have  previously  been  made  aware 
of  these  amendments  through  various 
bulletins  and  informational  publications. 
Section  177.21(a)(5).  while  continuing 
to  specify  that  a  lender  making  a  loan 
imder  these  regulations  may,  if  acting 
in  good  faith  and  in  the  absence  of  in¬ 
formation  to  the  contrary,  rely  upon 
statements  submitted  by  the  borrower, 
his  family  or  an  educational  institution, 
indicates  that  in  certain  cases  lenders 


making  FMerally  insured  student  loans 
may  not  rely  upon  certifications  by  an 
educational  institution.  These  condi¬ 
tions,  which  were  published  as  regula¬ 
tions  in  the  Federal  Register  on  Janu¬ 
ary  29,  1976,  are  fully  described  in  sec¬ 
tion  177.53(b).  They  do  not  aw)ly  to 
loans  made  imder  guarantee  agency 
programs. 

2.  Section  177.22(a),  dealing  with  the 
computation  of  adjusted  family  income 
for  purposes  of  determining  eligibility  for 
interest  benefits,  has  been  revised  to 
specify  that,  in  addition  to  the  deduction 
from  gross  income  of  an  amoimt  allow¬ 
able  as  tax  exemptions  for  persons  whose 
income  is  to  be  included  in  the  determi¬ 
nation  of  adjusted  family  income,  an  ad 
ditional  amoimt  may  be  deducted  if  an 
individual  whose  income  is  included  has 
incurred  a  loss  from  a  disaster  occurring 
during  the  preceding  tax  year  or  the 
current  tax  year  in  an  area  which  has 
been  determined  to  have  suffered  a  “ma¬ 
jor  disaster”  as  defined  in  section  2(a) 
of  the  Act  of  September  30,  1950  (42 
U.S.C.  1855a(a)  ).  The  purpose  of  this 
amendment  is  to  take  into  consideration 
losses,  which  would  affect  an  individual’s 
ability  to  provide  education  support,  re¬ 
sulting  from  major  disasters.  ’Ihe  cur¬ 
rent  regulations  Include  a  similar  pro¬ 
vision,  but  it  is  limited  to  loans  made 
prior  to  July  1,  1970.  The  proposed  reg¬ 
ulation  would  remove  this  time  restric¬ 
tion  for  the  deduction  of  losses  occur¬ 
ring  from  such  disasters. 

3.  Section  177.22(c),  dealing  with  the 
exclusion  frmn  adjust^  family  income 
of  the  income  of  a  borrower’s  parents  or 
spouse  in  certain  circumstances,  has 
been  modified  by  providing  for  the  ex¬ 
clusion  of  the  income  of  a  parent  or 
spouse  who  has  died  prior  to  the  deter¬ 
mination  of  adjusted  family  income.  ’The 
regulation  has  been  further  modified  to 
clarify  that  the  income  of  the  parents 
must  be  included  where  the  borrower 
resided  with  the  parents  at  any  time  dur¬ 
ing  the  previous  12  months,  even  if  the 
borrower  has  paid  room  and  board  or 
otherwise  compensated  his  parents  for 
such  resldracy.  Ihe  proposed  regulation 
further  specifies,  however,  that  if  the 
borrower  has  filed  a  Federal-Income  tax 
return  during  the  preceding  12-month 
period  claiming  his  parents  as  depend¬ 
ents.  his  parents’  income  need  not  be  in¬ 
cluded  in  his  adjusted  family  income. 

Pertaining  to  this  topic,  the  Office  of 
Education  is  seeking  to  develop  a  com¬ 
mon  definition  of  “independent  student” 
which  would  be  suitable  for  all  of  the 
postsecondary  student  financial  assist¬ 
ance  programs  which  the  Office  of  Edu¬ 
cation  administers. 

4.  Section  177.23,  Special  allowance, 
has  been  amended  to  Indicate  that  the 
special  allowance  is  payable  on  the  im- 
paid  balance  of  an  hmired  loan  until 
the  loan  has  been  repaid  or  a  claim  for 
loss  on  the  loan  has  been  approved  or 
finally  refused  by  the  Commissioner  or 
a  guarantee  agency.  In  addition,  new 
paragraph  (c)  indicates  that  the  amount 
of  each  special  allowance  rate  shall  be 
published  in  the  Federal  Register  as  a 
regulation  but  that  it  shall  not  be  codi¬ 


fied  in  the  Code  of  Federal  Regulations. 
The  Federal  Register  has  requested  that 
the  special  allowance  rates  not  be  codi¬ 
fied.  Any  lender  or  other  Interested  party 
desiring  to  learn  past  special  allowance 
rates  may  do  so  by  contacting  the  Office 
of  Guaranteed  Student  Loans,  U.S.  Of¬ 
fice  of  Education,  Washington,  D.C. 
20202. 

5,  Section  177.24,  Death  and  disability 
payments,  has  been  amended  to  state 
that  the  Commissioner  will  discharge  the 
liability  of  a  borrower  of  a  loan  made  on 
or  after  December  15,  1968  that  is  in¬ 
sured  by  a  guarantee  agency,  if  the  bor¬ 
rower  dies  or  becomes  totally  and  per¬ 
manently  disabled,  in  general  accord¬ 
ance  with  the  procedures  used  for  this 
type  of  situation  involving  a  Federally 
insured  loan  (§5  177.62,  177.64). 

Furthermore,  §  177.24  provides  that  a 
loan  held  by  a  guarantee  agency  after 
pasmient  of  a  default  claim  shall  be  dis¬ 
chargeable  provided  the  borrower  dies  or 
becomes  totally  and  permanently  dis¬ 
abled  within  15  years  of  the  date  the 
loan  was  made,  the  guarantee  agency 
has  not  written  off  the  loan  a  uncollect¬ 
able,  and  the  guarantee  agency  has  ex¬ 
ercised  due  diligence  in  the  collection  of 
the  loan  until  the  borrower  died  or 
became  totally  and  permanently  dis¬ 
abled. 

SUBPART  0 - GUARANTEE  AGENCY  PROGRAMS 

1.  Proposed  Subpart  D  incorporates 
Subparts  B,  C,  and  D  of  existing  regula¬ 
tions  in  order  to  consolidate  the  major 
provisions  affecting  guarantee  agency 
programs  exclusively  into  a  single  sub¬ 
part. 

2.  Section  177.32  sets  forth  provisions 
relating  to  the  agreem^ts  between 
guarantee  agencies  and  the  Commis¬ 
sioner.  The  regulation  provides  that  any 
agreement  between  a  guarantee  agency 
and  the  Commissioner  may  be  termi¬ 
nated  upon  not  less  than  60  days’  writ¬ 
ten  notice,  except  that  the  Commissioner 
may  terminate  an  agreement  only  for 
cause.  Such  a  termination  by  the  Com¬ 
missioner  will  not  beccmie  final  until  the 
guarantee  agency  has  been  given  an 
opportunity  for  a  hearing,  though  the 
Commissioner  may  suspend  particli>a- 
tlon  in  the  interim  if  he  determines  that 
this  action  Is  necessary  in  order  to  pre¬ 
vent  substantial  harm  to  Federal  in¬ 
terests. 

Where  the  Commissioner  finds  that 
any  representations  made  by  a  guarantee 
agency  are  incomplete  or  Incorrect,  or 
where  there  has  been  a  failure  by  the 
guarantee  agency  to  comply  with  statu¬ 
tory  or  regulatory  requirements  or  pro¬ 
visions  of  the  agreement,  the  Commis¬ 
sioner  may  take  action  short  of  termi¬ 
nation  as  may  be  necessary  to  protect  the 
interests  of  the  United  States.  ’This  ac¬ 
tion  may  include  the  withholding  of  pay¬ 
ments  to  be  made  to  the  guarantee 
agency  (or  to  lenders  whose  loans  are  in¬ 
sured  by  the  guarantee  agency)  until 
adequate  documentation  therefor  is  pro¬ 
vided,  or  he  may  require  the  guarantee 
agency  to  reimburse  the  Commissioner 
for  any  payments  previously  made  which 
resulted  from  the  guarantee  agency’s 
making  incomplete  or  Incorrect  state- 
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ments  or  violating  applicable  statutory 
or  regulatory  provisions.  These  provi¬ 
sions  are  intended  to  assure  the  rights 
of  the  parties  to  the  agreement  by  pro¬ 
viding  for  the  various  contingencies. 

3.  Paragraphs  (a)  (1)  <i)  and  (ii)  of 
;;  177.33,  Payment  of  Federal  interest 
benefits,  have  been  revised  to  reflect  both 
the  academic  year  and  aggregate  loan 
maximums  to  individual  borrowers  au¬ 
thorized  by  the  Education  Amendments 
of  1972. 

4.  Section  177.33(a)  <1)  (v)  has  been 
modified  to  specify  when  the  repayment 
period  must  begin  in  the  case  of  a  cor¬ 
respondence  student.  This  provision  is 
identical  to  a  provision  that  was  adopted 
with  respect  to  the  Federal  Insimed  Stu¬ 
dent  Loan  Program  in  1975.  The  Com¬ 
missioner’s  concern  in  this  area  stems 
primarily  from  the  fact  that  he  pays 
Federal  interest  benefits  on  behalf  of 
eligible  students  until  the  repayment  pe¬ 
riod  begins,  and  also  from  the  fact  that 
default  may  be  more  likely  if  a  borrower 
stops  pursuing  his  correspondence  course 
on  a  timely  basis. 

5.  Section  177.33(a)  (1)  (xii)  requires 
that  under  a  guarantee  agency  program, 
a  lender  must  disburse  the  loan  pro¬ 
ceeds  in  accordance  with  the  proposed 
provisions  for  the.  Federal  Insured  Stu¬ 
dent  Loan  Program  (in  sections  177.57 
(d),  Disbursement  to  the  student  bor¬ 
rower  through  an  educational  institution 
by  a  lender  which  is  not  an  educational 
institution,  and  section  177.57(e),  Dis¬ 
bursement  directly  to  the  borrower  by  a 
lender  which  is  an  educational  institu¬ 
tion).  These  provisions  are  Intended  to 
prevent  a  borrower  who  is  not  enrolled  in 
school  from  using  loan  proceeds  for  non- 
educational  expenses.  The  provisions 
should  thereby  prevent  defaults  as  well 
as  demands  on  the  Commissioner  for  in¬ 
terest  benefits  and  special  allowance 
payments  under  circumstances  not  con¬ 
templated  by  the  statute. 

6.  Section  177.33(a)  (1)  (xv) ,  which  re¬ 
lates  to  deferment  of  repayment  of  prin¬ 
cipal,  has  been  updated  pursuant  to  42 
U.S.C.  5055(e)  to  eliminate  the  reference 
to  full-time  volunteers  imder  Title  vm 
of  the  Economic  Opportunity  Act  of  1964 
(VISTA  volunteers)  and  to  substitute  a 
reference  to  full-time  volunteers  imder 
Title  I  of  the  Domestic  Volunteer  Service 
Act  of  1973. 

7.  A  new  provision,  5  177.33(a)(1) 

<  xvi> ,  has  been  added  to  provide  that  the 
amount  of  a  loan  may  not  exceed  the 
student’s  cost  of  education  for  the  period 
of  the  loan  less  other  aid  that  has  been 
awarded  to  the  student.  While  this  has 
been  the  practice  normally  followed  in 
the  administration  of  the  Guaranteed 
Student  Loan  Program,  this  provision  has 
not  previously  been  included  in  program 
regulations.  The  basis  for  the  provision 
is  that  a  guaranteed  loan  is  intended  only 
to  cover  the  borrower’s  educational 
expenses. 

8.  New  §  177.33(b)  (3)  has  been  added 
to  specify  that  a  guarantee  agency  shall 
permit  notes  representing  loans  made 
under  its  program  to  be  transferred  ot 
assigned,  including  assignment  as  secu¬ 
rity,  only  to  an  eligible  lender  ^as  defined 


in  §  177.11(e) ),  the  Student  Loan  Mar¬ 
keting  Association,  or  in  cases  of  the  bor- 
I'ower’s  default,  death,  or  total  and 
permanent  disability,  to  the  guarantee 
agency.  This  requirement  parallels  the 
restriction  as  to  holders  of  Federally  in¬ 
sured  loans  and  is  included  because  it 
would  appear  consistent  with  both  the 
best  reading  of  the  law  and  the  best  ad¬ 
ministration  of  the  program  to  exclude 
other  parties  from  holding  guaranteed 
loans.  It  should  be  noted  that  the  Com¬ 
missioner  will  pay  interest  benefits  and 
special  allowances  only  to  the  "holder” 
of  a  loan,  as  that  term  is  defined  in 
§  177.1  l(k). 

9.  Section  177.35(b),  dealing  with  Fed¬ 
eral  reinsurance  of  loans  made  imder 
guarantee  agency  programs,  has  been 
modified  to  specify  that,  in  considering 
whether  to  enter  into  a  reinsutance 
agreement  with  a  guarantee  agency,  the 
Commissioner  may  review  aspects  of  the 
guarantee  agency’s  operations  as  to 
which  the  Commissioner  determines  that 
there  is  a  Federal  interest. 

10.  Section  177.35(c)(1),  dealing  with 
guarantee  agency  reinsurance  agree¬ 
ments,  has  been  modified  to  require  that 
the  guarantee  agency  shall  ensure  that 
due  diligence  as  described  in  §'177.59  is 
followed  by  its  lenders  in  the  making, 
servicing  and  collection  of  loans,  unless 
the  guarantee  agency  has  established  its 
own  specific  standards  for  due  diligence. 
The  regulation  also  requires  the  guaran¬ 
tee  agency  to  follow  these  standards  of 
due  diligence  in  the  coUecttog  of  de¬ 
faulted  loans  which  it  holds  (including 
resort  to  litigation  as  appropriate)  after 
payment  of  default  claims  to  a  lender. 
The  purpose  of  these  requirements  is  to 
ensure  that  a  guarantee  agency  and  its 
lenders  are  following  prudent  lending 
and  collecting  practices  which  will  have 
the  effect  of  keeping  defaults  to  a  mini¬ 
mum.  The  regulation  further  specifies 
that  the  execution  of  a  reinsurance 
agreement  with  the  Commissioner  shall 
not  be  construed  by  the  guarantee  agency 
as  indicating  the  Commissioner’s  accept¬ 
ance  of  any  procedures  that  the  guaran¬ 
tee  agency  currently  employs  or  pre¬ 
viously  has  employed. 

It  should  be  emphasized  that  a  guar¬ 
antee  agency  is  not  required  to  adopt  the 
identical  due  diligence  standards  estab¬ 
lished  for  puiposes  of  the  Federal  In¬ 
sured  Student  Loan  Program.  Provided, 
however.  That  the  guarantee  agency  has 
established  its  own  specific  standards  for, 
due  diligence.  In  cases  where  the  guaran¬ 
tee  agency  has  not  previously  established 
written  standards  for  due  diligence  to 
be  followed  by  its  participating  lenders, 
and  where  the  guarantee  agency  does  not 
wish  to  adopt  the  standards  established 
for  purposes  of  the  Federal  Insured  Stu¬ 
dent  L^n  Program,  it  must  now  estab¬ 
lish  written  standards  to  be  distributed 
to  its  own  lenders  through  regulation  or 
some  other  vehicle.  Guarantee  agencies 
are  encouraged  to -review  the  due  dili¬ 
gence  standards  established  for  the  Fed¬ 
eral  program  in  the  development  of  their 
own  standards. 

11.  Section  177.35(c)(2)  requires  that 
a  guarantee  agency  assure  the  Cwnmls- 


sioner  as  part  of  a  reinsurance  claim  that 
the  terms  of  the  underlying  loan  com¬ 
ply  with  all  Federal  requirements,  that 
all  reasonable  efforts  by  the  lender  (or 
the  Student  Loan  Marketing  Ass(x:ia- 
tion)  and  the  guarantee  agency  have 
been  made  to  collect  the  loan,  and  that 
the  loan  is  in  default  as  defined  in 
§  177.11(b). 

This  provision  is  similar  to  the  re¬ 
quirement  currently  embodied  in  the 
guarantee  agencies’  agreements  with  the 
Commissioner. 

12.  Section  177.35(c)(4)  describes  the 
formula  for  payment  by  a  guarantee 
agency  to  the  Commissioner  of  monies 
collected  on  defaulted  loans  after  the 
Commissioner  has  reimbursed  the  guar¬ 
antee  agency  under  the  reinsurance 
provisions  of  the  program.  The  out¬ 
standing  reinsurance  agreements  have 
specified  that  80  percent  of  any  payment 
made  by  the  borrower  shall  be  paid  to 
the  Commissioner,  without  deducticsi  for 
attorney’s  fees  or  other  collection  costs. 
The  basis  for  this  preclusion  of  deduc¬ 
tions  was  language  on  page  66  of  House 
Report  No.  1919,  September  25,  1968,  the 
Conference  Report  which  led  to  the 
Higher  Education  Amendments  of  1968 
(Pub.  L.  90-575) . 

It  is  now  proposed  to  modify  this  for¬ 
mula  by  providing  that  the  guarantee 
agency  may,  prior  to  computing  the 
amount  of  a  payment  due  the  Cmnmis- 
sioner,  deduct  an  amount  collected  from 
a  borrower  which  is  attributable  to  at¬ 
torney’s  fees  incurred  in  obtaining  a 
judgment  against  the  bon-ower,  provided 
that  the  amount  deducted  may  not  ex¬ 
ceed  any  provision  in  the  judgment  for 
attorney’s  fees  (or,  if  no  provision  i.s 
made,  25  percent  of  the  judgment » ,  and 
that  any  partial  payments  made  by  the 
borrower  as  a  result  of  such  a  judgmem 
may  not  be  allocated  to  attorney’s  fees  in 
a  greater  proportion  than  a  full  pay¬ 
ment  could  be  so  allocated.  While  thi.> 
proposed  revision  is  not  consistent  with 
the  statement  of  Congressional  views 
found  in  the  aforementioned  1968  Con¬ 
ference  Report,  the  Commissioner  be¬ 
lieves  that,  in  light  of  subsequent  Con¬ 
gressional  concern  about  the  cost  to  the 
United  States  of  paying  reinsurance 
claims,  there  will  be  no  objection  by  the 
Congress  to  this  proposed  amendment  to 
the  regulations,  which  will  hopefully  lead 
to  increased  collection  efforts  on  the  part 
of  guarantee  agencies. 

^  13.  New  §  177.35(c)  (5)  requhes  guar¬ 
antee  agencies  to  submit  to  the  Commis¬ 
sioner  the  portion  of  payments  from  de¬ 
faulted  student  borrowers  which  are  due 
the  Conunissioner  within  sixty  days  of 
the  receipt  of  such  payments,  ’This  pro¬ 
posed  revision  is  necessary  as  some  guar¬ 
antee  agencies  have  not  repaid  the  Com¬ 
missioner  on  a  timely  basis. 

14.  Section  177.35(c)  (6)  specifies  that, 
if  the  borrower  dies  or  becomes  totally 
and  permanently  disable,  neither  the 
lender  nor  guarantee  agency  is  required 
to  attempt  to  collect  the  amount  of  the 
loan.  (Loans  made  prior  to  December  15, 
1968  are,  however,  not  subject  to  dis¬ 
charge  by  the  Commissioner  under 
§  177.24.)  The  same  provision  would  au- 
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thorize  guarantee  agencies  to  follow 
either  the  Federal  Insured  Student  Loan 
Program  standards  for  forbearance  for 
the  benefit  of  student  borrowers  (as  de¬ 
scribed  in  §  177.60)  or  the  guarantee 
agency’s  own  specific  standards  for  for¬ 
bearance.  Guarantee  agencies  have  pre¬ 
viously  been  authorized  to  permit  for¬ 
bearance  for  the  benefit  of  student 
borrowers  as  approved  by  the  lender  and 
the  guarantee  agency.  However,  previous 
regulations  have  not  established  any 
standards  for  the  implementation  of  the 
forbearance  authority.  Specific  standards 
would  now  be  required  in  order  to  pro¬ 
vide  for  a  more  systematized  and  imi- 
form  administration  of  forbearance. 

15.  Section  177.35(c)  (7)  specifies  that 
if  a  reinsurance  agreement  with  a  guar¬ 
antee  agency  is  terminated,  loans  in¬ 
sured  by  the  guarantee  agency  after  the 
termination  date  shall  be  reinsured  only 
pursuant  to  a  new  agreement  or  an  ex¬ 
tension  of  the  existing  agreement.  In 
considering  whether  to  enter  into  a  new 
reinsurance  agreement  or  to  extend  an 
existing  agreement,  the  Commissioner  , 
may  take  into  account  any  matter  as  to 
which  he  determines  that  there  is  a 
Federal  interest,  including  the  adequacy 
of  efforts  made  by  lenders  imder  the 
guarantee  agency’s  program  and  by  the 
guarantee  agency  to  effect  collection  of 
loans  which  have  gone  into  default,  and 
the  steps  taken  by  the  guarantee  agency 
to  make  its  program  available  to  all 
residents  of  the  State  attending  par¬ 
ticipating  institutions  and  to  make  inter¬ 
est  benefits  available  to  all  eligible  bor¬ 
rowers.  These  provisions  are  similar  to 
those  in  the  outstanding  reinsurance 
agreements. 

16.  The  Commissioner  would  also  like 
to  receive  comments  on  an  issue  relating 
to  reinsurance  which  is  not  specifically 
addressed  in  the  proposed  regulations, 
but  which  has  prompted  a  number  of 
guarantee  agency  directors  to  request 
changes  in  the  existing  regulations.  Sec¬ 
tion  428(c)  (2)  (D)  of  the  Higher  Educa¬ 
tion  Act  of  1965,  as  amended,  specifies 
that  unless  otherwise  provided  by  regula¬ 
tions,  when  a  guarantee  agency  re¬ 
ceives  payments  from  a  student  who 
has  defaulted  on  a  loan  as  to  which  the 
Commissioner  has  paid  a  reinsurance 
claim,  such  payments  must  be  first  ap¬ 
plied  to  reducing  the  impaid  principal 
balance  of  the  loan  rather  than  to  any 
reduction  of  accrued  interest.  The  exist¬ 
ing  regulations  do  not  change  this  rule. 

Some  guarantee  agency  directors  have 
pointed  out  that  the  effect  of  this  rule 
is  that  the  borrower  ultimately  pays  a 
lower  interest  charge  than  would  be  the 
case  if,  as  in  traditional  banking  prac¬ 
tice,  the  payment  were  first  applied  to 
accrued  interest.  They  have  also  pointed 
out  that,  under  certain  circumstances,  it 
may  be  to  the  student’s  advantage  to  de¬ 
fault  on  payments  to  the  lender,  as  he 
would  then  pay  a  lesser  interest  charge 
over  the  life  of  the  loan. 

While  there  may  be  some  merit  in 
these  points,  the  Commissioner  is  re¬ 
luctant  to  modify  the  statutory  scheme 
in  light  of  another  factor.  ’That  is,  de¬ 
faulted  borrowers  are  often  willing  to 


pay,  but  the  amount  they  can  afford  is 
not  sufficient  to  repay  both  principal  and 
interest,  and  in  some  cases,  it  is  not 
enough  to  meet  even  the  interest  that 
accrues.  In  such  cases,  if  the  amoimt  of 
the  payment  is  not  applied  to  the  reduc¬ 
tion  of  the  principal  amount  of  the  loan, 
the  borrower’s  debt  increases  rather  than 
decreases.  It  is  conceivable  that  bor¬ 
rowers  in  these  circumstances  could  pay 
for  the  rest  of  their  lives  without  elimi¬ 
nating  their  debts. 

Therefore,  before  making  any  modi¬ 
fication  of  the  regulations,  the  Commis¬ 
sioner  is  encouraging  interested  persons 
to  offer  suggestions  as  to  what  would  be 
appropriate  modifications  to  existing 
regulations,  if  any,  that  take  into  con¬ 
sideration  all  of  the  facets  of  this  is¬ 
sue  which  are  set  forth  above. 

17.  Section  177.36  establishes  proposed 
regulations  relating  to  records  to  be 
maintained  by  guarantee  agencies,  re¬ 
ports  to  be  filed  by  the  agencies  and 
necessary  inspections  of  guarantee 
agency  records. 

The  regulation  would  require  guar¬ 
antee  agencies  to  maintain  their  records 
for  at  least  five  years  after  a  loan  has 
either  been  paid  in  full  or  been  finally 
determined  to  be  uncoUectable.  ’The  pur¬ 
pose  of  the  provision  is  to  provide  time 
for  Federal  staff  and  auditors  to  examine 
guarantee  agency  records  and  to  provide 
adequate  time  periods  for  investigation 
of  fraud  or  other  cases  of  abuse.  For  these 
reasons  the  proposed  regulations  also  re¬ 
quire  that  guarantee  agencies  must  re¬ 
quire  their  lenders  to  retain  records  on 
an  individual  loan  for  a  period  not  less 
than  five  years  from  the  date  the  loan 
has  been  repaid  in  full  by  the  borrower 
or  the  lender  has  been  reimbursed  for  a 
loss  on  the  loan  by  the  guarantee  agency. 
’Tlie  guarantee  agency  must  require  that 
its  participating  lenders  maintsiin  com¬ 
plete  and  acciurate  records  for  each  loan 
accoimt,  including  records  of  each  trans¬ 
action. 

’The  proposed  regulations  also  require 
the  guarantee  agency  to  submit  certain 
reports  to  the  Cmnmissioner  which  will 
provide  the  Conuntssioner  a  detailed  ac¬ 
counting  of  the  guarantee  agency’s  pro¬ 
gram.  %)ecific  required  reports  are  set 
forth  in  S  177.36(b) . 

STTBPART  E — DIRECT  STATE  LOAN 
PROGRAMS 

1.  Proposed  Subpart  E  consolidates 
into  a  single  subpart  all  provisions  relat¬ 
ing  exclusively  to  direct  State  loan  pro¬ 
grams.  ’There  are  not  significant  differ¬ 
ences  between  the  proposed  regulations 
smd  the  previous  regulations  affecting 
such  programs. 

2.  As  set  forth  in  §  177.3(a),  a  direct 
State  loan  program  is  a  program  under 
which  a  State  makes  loans  directly  to 
students  which  are  not  guaranteed  or  in¬ 
sured  under  a  guarantee  agency  program 
or  the  Federal  Insured  Student  Loan 
Program.  Students  receiving  direct  State 
loans  may  be  eligible  for  Federal  inter¬ 
est  benefits,  and  in  the  event  of  the  bor¬ 
rower’s  death  or  total  and  permanent 
disability  the  Commissioner  will  pay  to 
the  State  the  amount  of  the  loss  In- 


cwred  on  a  loan.  Direct  State  loans  are 
not  eligible  for  special  allowance  pay¬ 
ments  nor  are  any  Federal  payments 
available  to  the  States  as  a  result  of  the 
borrower’s  default  or  bankruptcy. 

3.  At  one  time,  the  States  of  Texas 
and  Wisconsin  had  direct  State  loan  pro¬ 
grams.  However,  both  of  those  State 
agencies  have  since  become  lenders  un¬ 
der  the  Guaranteed  Student  Loan  Pro¬ 
gram:  the  State  of  Texas  participating 
under  the  Federal  Insured  Student  Loan 
Program  and  the  State  of  Wisconsin  par¬ 
ticipating  under  the  Wisconsin  guar¬ 
antee  agency  program.  As  of  August  1, 
1976,  there  were  no  direct  State  loan  pro¬ 
grams  in  operation.  These  regulations 
would  apply  in  the  event  a  State  would 
elect  to  establish  a  direct  State  loan  pro¬ 
gram. 

SUBPART  F — FEDERAL  INSURED  STUDENT 
LOAN  PROGRAM 

1.  This  subpart  comprises  an  extensive 
revision  of  SulH>art  E  (Federal  Loan  In¬ 
surance)  in  the  existing  Guaranteed 
Student  Loan  Program  regulations.  The 
prc^osed  regulations  for  the  Federal  In¬ 
sure  Student  Loan  Program  (FISLP) 
have  been  greatly  expanded  in  order  to 
provide  more  specific  and  comprehensive 
guidance  to  program '  participants,  to 
eliminate  program  abuses,  and  to  facili¬ 
tate  improved  administrative  control  of 
the  program.  It  is  recognized,  however, 
that  a  number  of  the  provisions  could 
entail  increased  costs  for  lenders  and 
educational  institutions.  ’The  Commis¬ 
sioner  particularly  encourages  comments 
which  take  into  account  not  only  these 
costs  but  the  possible  benefits  to  program 
participants  and  the  program  as  a  whole 
of  the  new  provisions. 

2.  Section  177.51  specifies  the  circum¬ 
stances  under  which  the  Commissioner 
may  insure  loans  in  light  of  section  423 
of  the  Higher  Education  Act  of  1965,  as 
amended.  These  provisions  are  designed 
primarily  to  clarify  and  interpret  section 
423,  about  which  there  has  been  much 
misunderstanding. 

In  a  State  where  there  is  no  State  or 
private  non-profit  guarantee'agency  pro¬ 
gram  in  operation,  the  Commissioner 
may  insure  loans  made  by  lenders  in  that 
State  to  any  student  who  otherwise  meets 
the  statutory  and  regulatory  eligibility 
requirements.  In  a  State  in  which  the 
United  Student  Aid  Funds  or  any  other 
guarantee  agency  operates  on  a  limited 
basis,  but  where  the  guarantee  agency 
program  is  not  reasonably  accessible  to 
eligible  students  who  meet  the  residency 
requirements  of  such  an  agency,  the 
Commissioner  may  also  insure  all  loans 
made  by  lenders  in  that  State  to  other¬ 
wise  eligible  students. 

In  a  State  in  which  there  is  a  guar¬ 
antee  agency  program  in  operation 
which  is  reasonably  accessible  to  stu¬ 
dents  who  meet  the  residency  require¬ 
ments  of  that  program  (a  “guarantee 
agency  State”),  the  Commissioner  may 
provide  Federal  Insurance  to  lenders  in 
that  State  only  if  any  of  the  following 
conditions  exist: 

a.  If  the  guarantee  agency  program  is 
not  reasonably  accessible  to  students  at 
a  participating  educational  institution 
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which  Is  otherwise  eligible  under  Federal 
law  and  regulaticms,  as  compared  with 
students  at  other  Institutions,  and  the 
access  of  students  at  that  Institution  to 
loans  made  under  Uie  Guaranteed  Stu¬ 
dent  Loan  Program  as  a  whole  would  be 
sigmilcantly  Increased  If  the  Commis¬ 
sioner  provided  Federal  insurance  to 
lenders  In  that  State  for  students  at¬ 
tending  that  participating  institution, 
then  the  Commissioner  may  provide  such. 
Insurance.  Two  examples  are  provided 
In  §  177.51(b)  (1)  to  illustrate  the  mean¬ 
ing  of  lack  of  reasonable  access. 

b.  If  the  guarantee  agency  program 
has  a  residency  requirement,  the  Ctom- 
mlssloner  may  insure  loans  to  any  stu¬ 
dent  who  does  not  meet  the  guarantee 
agency  residency  requirement. 

c.  If  a  lender  is  not  able  to  obtain  the 
approval  of  a  single  guarantee  agency 
for  substantially  all  of  the  loans  the 
lender  Intends  to  make  because  of  the 
residence  of  the  student  borrowers  to 
whom  the  lender  Intends  to  make  loans, 
then  the  lender  may  obtain  Federal  tu- 
surance  for  all  the  students  to  whom  it 
makes  loans  under  the  Ouranteed  Stu¬ 
dent  Locm  Program,  Including  residents 
of  the  State  in  which  the  lender  is  lo¬ 
cated.  In  other  words,  if  the  diverse  resi¬ 
dences  of  the  borrowers  to  whom  a 
lender  Intends  to  make  loans  preclude 
the  lender  from  having  access  to  a  single 
guarantee  agency  which  would  insure 
sxdistantially  all  of  the  lender’s  loans,  the 
lender  can  obtain  a  contract  of  Federal 
loan  Insurance  for  all  of  its  borrowers. 
For  purposes  of  this  regulation,  “sub¬ 
stantially  all  of  the  students  to  wham. 
the  lender  intends  to  make  loans”  means, 
over  a  twelve  month  period,  80  percent 
of  such  students.  Iherefore,  if  21  percent 
or  more  of  the  prospective  borrowers  of 
a  lender  located  in  a  guarantee  agency 
State  do  not  meet  the  guarantee  agen¬ 
cy’s  residency  requlr^ent,  then  the 
Commissioner  may  insiu-e  all  of  the  loans 
that  that  lender  intends  to  make.  It 
should  be  pointed  out,  however,  that 
where  such  a  condition  exists,  there  is 
nothing  to  preclude  a  lender  from  par¬ 
ticipating  in  both  the  Federal  and  guar¬ 
antee  agency  programs  by  making  loans 
under  the  guarantee  agency  program  to 
students  who  meet  the  guarantee  agen¬ 
cy’s  residency  requirements  and  making 
loans  to  students  under  the  Federal  In¬ 
sured  Student  Loan  Program  for  stu¬ 
dents  who  do  not  meet  the  guarantee 
agency’s  residency  requirements.  In  a 
case  where  80  percent  or  more  of  the 
prospective  borrowers  of  a  lender  located 
in  a  guarantee  agency  State  are  eligible 
imder  the  guarantee  agency  program,  the 
lender  would  have  to  participate  under 
the  guarantee  agency  program  for  such 
students  and  could  participate  under  the 
Federal  program  only  for  those  borrow¬ 
ers  who  do  not  meet  the  guarantee 
agency  residency  requirements. 

Ihe  Commissioner  may  require,  as  a 
condition  for  Insuring  loans  made  by  a 
lender  located  in  a  guarantee  agency 
State  xmder  any  of  the  three  conditions 
Just  described,  the  submission  by  the 
lender  of  such  evidence  as  may  be  neces¬ 
sary  to  satisfy  the  Commissioner  that  the 


conditions  <descrfi>ed  in  §  177.51(b)  of 
the  regulattons)  exlEt.  In  addition,  the 
Commlsskmer  plans  to  provide  for  special 
contracts  of  Federal  loan  Insurance  to 
lenders  in  sutdi  cases. 

3.  Section  177.52  maintains  the  re¬ 
quirement  that  a  lender  must  enter  into 
an  agreement  with  the  Commissioner  in 
order  to  make  loans  under  the  program 
<rf  Federal  loan  insurance.  A  new  provi¬ 
sion  specifies  that  an  agreemmt  between 
the  Cennmission^  and  a  lender  may  in¬ 
clude  a  limit  on  the  dollar  amount  ctf 
loans  which  that  lender  may  make  dur¬ 
ing  a  specified  period  of  time,  or  a  limit 
on  the  time  period  during  which  the 
lender  may  make  Insurable  loans,  or 
both.  The  criteria  which  the  Commis¬ 
sioner  will  consider  in  determining 
vdiether  to  enter  into  an  agreement  with 
an  eligible  lender,  and  whether  the 
agreement  should  Include  such  limits,  are 
set  forth  in  this  section  of  the  regula¬ 
tions. 

If,  after  entering  into  such  an  agree¬ 
ment  with  a  lender,  the  Commissioner 
subsequently  determines  that  the  lender 
is  not  pr(^)erly  carrying  out  its  lending 
activities,  the  Commissioner  may  revise 
the  terms  of  the  agreonent  with  the 
lender.  However,  the  Ccxnmissioner  shall 
advise  the  lender  of  his  reasons  for  any 
action  to  be  taken  and  provide  it  with 
an  oi^rtunlty  to  show  cause  why  such 
action  should  not  be  taken. 

Finally,  this  section  of  the  regulations 
has  been  modified  to  specify  that,  in 
general,  in  the  case  of  a  lender  which  is 
an  educational  institution  the  educa¬ 
tional  Institution  may  not  make  loans 
except  to  its  own  students  or,  where  ap¬ 
proved  by  the  Commissioner,  to  students 
wdio  are  in  attendance  at  other  eligible 
schools  under  the  same  own^hip  as  the 
institution  or  who  are  employees  (or  de¬ 
pendents  of  employees)  of  the  educa¬ 
tional  institution. 

These  new  provisions  are  proposed  in 
order  to  reduce  the  default  rate  and  to 
Improve  the  overall  administration  of 
the  Federal  Insxued  Student  Loan  Pro¬ 
gram.  By  limiting  the  participation  of 
lenders  who  would  not  be  likely  to  carry 
out  their  lending  activities  in  a  sound 
and  prudent  manner  and  whose  default 
or  delinquency  rates  might  be  high,  it  is 
anticipated  that  certain  programmatic 
abuses  can  be  eliminated  and  losses  from 
defaults  reduced.  It  should  be  emphasized 
that  there  is  no  single  category  of  lend¬ 
ers  which  is  responsible  for  high  default 
rates  or  other  programmatic  abuses.  On 
the  other  hand,  the  majority  of  lenders 
are  operating  their  lending  programs  on 
a  sound  and  prudent  basis,  and  the  limi¬ 
tations  provided  for  in  this  section  should 
be  applied  to  relatively  few  lenders. 

4.  Section  177.54,  Limitations  on  maxi- 
miun  loan  amounts,  has  been  amended 
to  refiect  the  provisions  of  the  Education 
Amendments  of  1972  (Pub.  L.  92-318), 
which  increased  the  general  limitation 
on  an  insurable  loan  for  an  academic 
year  from  $1500  to  $2500  and  which 
authorized  the  Commissioner  to  pre¬ 
scribe  regulations  permitting  academic 
year  loan  amounts  in  excess  of  $2500  in 
cases  where  the  Commissioner  deter¬ 


mines  that  a  higher  amoimt  is  warranted 
with  respect  to  students  engaged  in  spe¬ 
cialized  training  requiring  exceptionally 
high  costs  of  education.  Provision  is  also 
made  for  the  new  $10,000  aggregate  loan 
maximum  (Including  loans  received  for 
previous  study)  for  a  graduate  or  pro¬ 
fessional  student  (as  defined  in  1 177.11 
(h)),  although  the  statutory  $7500  ag¬ 
gregate  loan  maximum  for  other  stu¬ 
dents  remains  in  effect.  It  should  be 
noted  that  these  limitations  apply  to  all 
of  a  borrower’s  loans  imder  the  Guar¬ 
anteed  Student  Loan  Program,  not 
merely  to  those  made  under  the  Federal 
Insured  Student  Loan  Program. 

The  proposed  regulations  authorize 
academic  year  loan  amounts  in  excess  of 
$2,500  for  full-time  graduate  or  pro¬ 
fessional  students  (or  other  full-time 
students  enrolled  in  at  least  the  third 
year  of  undergraduate  study),  provided 
that  the  student  is  enrolled  in  a  program 
of  specialized  training  designed  to  pre¬ 
pare  students  for  a  particular  vocation, 
trade,  or  career  field  and  requiring  tui¬ 
tion  and  fees  in  excess  of  $2,500  per  aca¬ 
demic  year.  When  such  a  situation  exists, 
and  after  his  approval  of  an  application 
submitted  by  an  educational  institution 
which  describes  its  programs  that  qualify 
for  this  higher  loan  limit,  the  Commis¬ 
sioner  will  insure  loan  amounts  in  excess 
of  $2,500  per  academic  year  up  to  the 
amount  of  such  tuition  and  fees,  but  in 
no  event  feu:  more  than  $5,000  per  aca¬ 
demic  year. 

It  must  be  emphasized  that  all  bor¬ 
rowers  are  still  subject  to  the  aforemen¬ 
tioned  statutory  limitation  on  aggregate 
loan  amounts  of  $7,500  for  students  in 
undergraduate  study  and  $10,000  for  the 
combination  of  imdergraduate  and  grad¬ 
uate  or  professional  study. 

Section  177.54(b)  proposes  to  limit  the 
amount  of  a  loan  made  to  a  correspond¬ 
ence  school  student  to  the  amount  of  the 
contract  price  of  the  course.  Where  the 
student  is  also  reqifired  by  the  corres¬ 
pondence  school  to  take  a  portion  of  his 
study  in  resident  training,  the  Com¬ 
missioner  will  insiure  additional  loan 
amoxmts  to  cover  the  cost  of  attendance 
for  this  portiem  of  the  course.  Ihe  Na¬ 
tional  Home  Study  Council,  the  relevant 
accrediting  body,  currently  has  a  stand¬ 
ard  which  species  that  correspondence 
course  loans  may  not  exceed  the  contract 
price  of  the  course.  It  is  felt  tiiat  a  simi¬ 
lar  standard  should  be  Included  in  the 
regulations  because  the  other  costs  inci¬ 
dent  to  other  types  of  educational  pro¬ 
grams  do  not  apply  to  correspondence 
study. 

5.  Section  177.55,  Issuance  of  Federal 
loan  insiuance,  maintains  the  require¬ 
ment  currently  found  in  §  177.42(b)  of 
the  existing  regulations  that  a  lender 
must  apply  for  Federal  loan  insurance 
in  connection  with  each  loan  applica-- 
tion  unless  the  Commissioner  has  Issued 
it  a  certificate  of  comprehensive  insur¬ 
ance.  However,  the  language  has  been 
modified  to  make  clear  that  when  the 
Commissioner  approves  a  loan  for  Fed¬ 
eral  Insurance,  such  Insiuance  is  issued 
in  reliance  on  the  lender’s  Imjdied  rep¬ 
resentation  that  all  requirements  for  the 
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initial  insurability  of  the  loan  have  been 
met,  including  the  limitations  set  forth 
in  §  177.51  relating  to  the  eligibility  of 
lenders  in  guarantee  agency  States  to 
receive  Federal  loan  insurance.  The  lan¬ 
guage  is  intended  to  make  clear  to  par¬ 
ticipating  lenders  that  the  Issuance  of 
Federal  loan  insurance  should  not  be 
considered  by  lenders  to  mean  that  a  de¬ 
fault  claim  will  inevitably  be  honored  on 
that  loan,  regardless  of  what  has  oc¬ 
curred  during  the  events  leading  to  the 
making  of  the  loan  (although  a  lender 
may  rely  on  statements  of  the  borrower 
and  his  educational  institution  as  set 
forth  in  §  177.53(b)).  To  the  contrary, 
loans  must  be  made  in  compliance  with 
existing  law  and  regulations  in  order  to 
be  eligible  for  Federal  loan  insurance.  In 
this  respect,  lenders  should  review  care¬ 
fully  the  provisions  of  §  177.65  (including 
new  paragraph  (d) ) ,  which  gives  exam¬ 
ples  of  the  effect  of  various  conditions 
and  violation  of  program  requirements 
on  the  disposition  of  default  claims.  That 
section  points  out  that  the  Commissioner 
may  deny  payment  of  a  default  claim 
when  he  finds  a  condition  or  a  program 
violation  with  respect  to  an  individual 
loan. 

6.  Section  177.56,  Insurance  premiiuns, 
has  been  modified  to  refiect  the  statutory 
requirement  that  the  insurance  on  a  loan 
shall  cease  to  be  effective  if  the  insur¬ 
ance  premium  is  not  paid  within  60  days 
of  the  date  on  which  it  is  due.  However, 
the  proposed  regulation  provides  that  the 
Commissioner  may  accept  a  late  pay¬ 
ment  of  an  insurance  premium  due  and 
thereby  reinstate  the  insurance  on  a  loan, 
if  the  loan  is  not  in  default  and  the  bor¬ 
rower  is  not  delinquent  in  making  in¬ 
stallment  payments  or,  in  the  case  where 
the  loan  is  in  default  or  the  borrower  is 
delinquent,  it  is  because  the  borrower  has 
entered  the  repasnnent  period  and  the 
lender  could  not  reasonably  have  been 
expected  to  be  aware  that  the  loan  had 
entered  the  repayment  period.  The  latter 
condition  could  occur  in  a  case  where  the 
borrower  has  prematurely  left  school  and 
neither  he  nor  the  school  notified  the 
lender  of  the  early  wittidrawal,  and  the 
school  additionally  failed  to  provide  this 
Information  to  the  Office  of  Education 
on  the  Student  Status  Confirmation  Re¬ 
port  in  order  that  the  Office  of  Education 
could  rep>ort  the  status  change  to  the 
lending  institution. 

7.  Section  177.46  of  existing  regulations 
sets  forth  provisions  relating  to  the  dis¬ 
bursement  of  Federally  insured  loans  and 
the  repayment  of  such  loans.  The  pro¬ 
posed  regulations  establish  two  sections 
to  cover  these  subjects.  Section  177.57  re¬ 
lates  to  the  disbursement  of  loans  and 
§  177.58  to  the  repasnnent  of  loans. 

Section  177.57,  Disbiirsement  of  loans, 
has  been  modified  with  respect  to  the  dis¬ 
bursement  requirements  for  a  lender 
which  is  not  an  educational  institution. 

a.  The  regulations  authorize  the  Com¬ 
missioner  in  his  discretion  to  require  all 
lenders  to  disburse  loans  in  multiple  in¬ 
stallments,  with  the  frequency  and 
amount  of  such  installments  determined 
by  the  Commissioner.  The  purpose  of  this 
regulation  Is  to  assure  that  students  do 


not  receive  fimds  earlier  than  is  neces¬ 
sary  to  meet  educational  expenses,  to 
save  payment  of  Federal  Interest  bene¬ 
fits  and  special  allowance  payments  on 
such  unnecessary  loan  disbursements, 
and  to  reduce  the  amoimt  of  default 
claims  for  students  who  withdraw  prior 
to  completing  the  academic  period  for 
which  their  loans  are  made.  The  Com¬ 
missioner  is  not  certain  whether  he 
would  actually  use  this  authority  to  re¬ 
quire  mulitple  disbursements  of  lenders 
other  than  educational  institutions,  and 
in  this  regard  he  would  like  to  receive 
comment  as  to  the  burdens  which  such  a 
system  might  impose  on  lenders.  If  the 
proposed  escrow  system,  as  set  forth  in 
a  separate  proposed  regulation  published 
in  this  issue  of  the  Federal  Register,  is 
implemented,  it  would  not  be  necessary 
for  the  Commissioner  to  require  lenders 
to  make  multiple  disbursements,  as  the 
major  function  of  the  escrow  agent  is  to 
receive  loans  from  lenders  and  redisburse 
them  in  multiple  installments  to  the  stu¬ 
dent  borrowers. 

b.  The  proposed  regulation  specifies 
that  each  disbursement  must  be  made 
through  a  negotiable  instrument  which  is 
payable  only  to  the  student  (or,  if  author¬ 
ized  by  the  student  in  writing,  jointly  to 
the  student  and  the  educational  institu¬ 
tion)  and  which,  after  being  presented 
for  payment,  must  be  retained  by  the 
lender.  Neither  a  lender  nor  an  educa¬ 
tional  institution  may  obtain  a  student’s 
authorization  to  endorse  the  instrument 
of  disbursement  on  the  student’s  behalf. 
The  purpose  of  these  provisions  is  to  en¬ 
sure  that  loan  procee(is  are  not  disbursed 
to  a  borrower  who  no  longer  plans  to  at¬ 
tend  school. 

The  proposed  regulation  also  requires 
the  lender  to  send  the  disbursement  check 
to  the  educational  institution  attended 
by  the  borrower.  The  lender  must  notify 
the  borrower  in  writing  when  any  part 
of  the  loan  has  been  transmitted  to  the 
educational  institution.  The  school  must 
give  the  check  to  the  borrower  or,  in  the 
event  that  the  student  does  not  attend 
school  or  has  not  matriculated  as  at  least 
a  half-time  student,  the  school  must  re¬ 
turn  the  check  to  the  lender  within  30 
days.  Educational  institutions  would  be 
required  to  keep  such  records  as  the 
Commissioner  may  require  with  respect 
to  their  receipt  and  disposition  of  loan 
proceeds.  ITie  Commi^ioner  is  very  in¬ 
terested  in  receiving  comment  from  edu¬ 
cational  institutions  regarding  the  types 
of  records  that  the  Ctommissioner  could 
reasonably  require  and  the  extent  to 
which  this  additional  administrative 
burden  would  affect  their  willingness  to 
participate  in  the  program. 

The  purpose  of  this  regrulation  is  to  as¬ 
sure  that  loan  money  is  used  to  meet  edu¬ 
cational  expenses.  One  of  the  major 
problems  arising  when  lenders  provide 
the  proceeds  of  a  loan  directly  to  the 
student  is  the  fact  that  some  students 
take  the  loan  proceeds,  do  not  attend 
school,  and  utilize  the  loan  proceeds  for 
non-educational  purposes,  which  is  con¬ 
trary  to  the  statutory  purpose  for  which 
the  loan  was  extended.  This  provision  is 
designed  to  eliminate  that  problem.  The 


duties  imposed  on  the  educational  insti¬ 
tution  imder  this  provision  are  reason¬ 
able  in  that  much  of  loan  pr(x:eeds  are 
paid  over  to  an  educational  institution; 
in  fact,  in  this  way  an  institution  can  be 
better  assured  that  a  student  borrower 
will  pay  required  fees  to  the  school,  if  he 
is  in  fact  in  attendance  there. 

c.  Section  177.57(e),  which  sets  forth 
disbursement  provisions  relating  to  lend¬ 
ers  which  are  educational  institutions, 
has  been  modified  to  specify  that,  if  a 
disbursement  is  made  by  a  school -lender 
through  a  credit  to  the  student’s  account, 
the  Commissioner  shall  not  consider  it  a 
disbursement  unless  written  notice  of  the 
disbursement  is  provided  to  the  student. 
This  regulation  also  specifies  that  the  in¬ 
stitution  may  not  obtain  a  student’s  au¬ 
thorization  to  endorse  an  instrument  of 
disbursement  on  his  behalf.  Again,  these 
provisions  are  designed  to  prevent  dis¬ 
bursements  to  persons  who  are  not 
students. 

8.  Section  177.58,  Repayment  of  loans. 
has  been  modified  to  require  that  all 
scheduled  installments  during  the  re¬ 
payment  period  must  be  for  equal 
amovmts  except  where  (a)  the  last  in¬ 
stallment  is  to  be  slightly  different  for 
computational  purposes,  (b)  the  total 
amoimt  of  loans  made  to  a  borrower  by 
a  lender  does  not  exceed  $1500  and  the 
installments  are  to  be  for  equal  amoimts 
of  principal,  plus  interest,  (c)  the  loan 
repayment  schedule  provides  for  gradu¬ 
ated  installment  payments  as  set  forth 
in  §  177.58(d)  or  (d)  a  school-lender 
provides  a  supplementary  repayment 
agreement  for  the  borrower  as  set  forth 
in  §  177.58(e). 

Most  commercial  lenders  traditionally 
utilize  equal  installment  repayment 
schedules.  However,  a  number  of  school- 
lenders  have  indicated  a  desire  to  pro¬ 
vide  more  flexible  repasrment  terms. 
These  regulations  are  designed  to  meet 
those  requests. 

9.  Section  177.58(c)  sets  forth  the 
consequences  of  the  failure  of  a  borrow¬ 
er  to  attend  school.  This  proposed  pro¬ 
vision  specifies  that,  where  the  lender 
learns  that  the  borrower  will  not  be,  is 
not,  or  has  not  been  a  student  at  an  eli¬ 
gible  school,  the  lender  must  immediately 
declare  the  loan  due  and  payable,  al¬ 
though  the  lender  may  permit  repayment 
to  be  made  in  installments  if  necessary. 
When  this  condition  arises,  no  further 
Federal  interest  benefits  will  be  payable 
on  amoimts  disbursed  and  the  lender 
must  attempt  to  collect  from  the  borrow¬ 
er  any  Federal  interest  benefits  previous¬ 
ly  paid  to  the  lender  on  the  borrower’s 
behalf.  Any  amounts  so  collected  must  be 
returned  to  the  Commissioner. 

10.  New  sections  177.58  (d)  and  (e) 
permit  unequal  repayment  installments 
when  certain  conditions  exist.  Section 
177.58(d)  provides  that,  in  the  case  of  a 
borrower  with  at  least  $4,000  outstanding 
in  loans  held  by  a  single  lender,  the 
lender,  and  borrower  may  agree  to 
a  repayment  schelkile  characterized  by 
installments  which  increase  in  amount 
over  the  repayment  period.  Such  gradu¬ 
ated  repayment  schedules  must  provide 
for  payments  of  at  least  $360  during  each 
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year  of  the  repayment  schedule,  for  no 
single  installment  in  an  amount  greater 
than  three  times  that  of  any  other  in¬ 
stallment,  for  compliance  with  other 
regulatory  requirements,  and  for  a  pay¬ 
ment  total  diuring  any  year  of  the  repay¬ 
ment  period  that  does  not  exceed  the 
total  of  pasmients  during  the  preceding 
year  by  a  percentage  in  excess  of  the 
corresponding  percentage  for  the  first 
year  of  the  repasmient  period  in  which 
an  increase  over  the  previous  year  of  the 
total  of  payments  of  principal  and  in¬ 
terest  occurs.  For  example,  if  the  pay¬ 
ments  for  the  first  and  second  years  of  a 
repayment  period  are  $400  and  $440,  re¬ 
spectively,  then  the  payments  for  any 
subsequent  year  may  not  exceed  the  total 
of  payments  for  the  preceding  year  by 
more  than  10  percent.  The  regulation 
further  provides  that  neither  the  borrow¬ 
er  nor  the  lender  may  insist  on  estab¬ 
lishing  such  a  graduate  pasunent  sched¬ 
ule;  either  may  insist  on  a  conventional 
equal  installment  schedule. 

Some  educational  institutions  acting 
as  lenders  have  supported  graduated 
payments  as  a  logical  schedule  for  the 
repayment  of  student  loans  since  such  a 
schedule  takes  into  consideration  the 
relatively  low  income  of  many  borrowers 
when  they  first  graduate  from  school  and 
the  fact  that  these  incomes  have  a  ten¬ 
dency  to  Increase  significantly  during 
subsequent  years.  Section  177.58(d)  is 
proposed  in  order  to  provide  guidance  for 
those  lenders  wishing  to  make  graduated 
payment  schedules  available  to  their  bor¬ 
rowers,  and  to  prohibit  sudden  or  steep 
increases  In  installment  amoimts  which 
could  easily  lead  to  default.  The  Com¬ 
missioner  also  has  an  interest  in  this 
matter  because  he  pays  the  special  al¬ 
lowance  on  the  impaid  balance  of  out¬ 
standing  loans. 

Section  177.58(e)  authorizes  a  supple¬ 
mentary  repayment  agreement,  if  agreed 
to  by  the  borrower,  in  the  case  of  loans 
made  by  an  educational  institution  act¬ 
ing  as  a  lender  under  the  Federal  In¬ 
sured  Student  Loan  Program.  The  regu¬ 
lation  would  permit  a  school-lender  and 
a  borrower  to  enter  Into  a  side  agreement 
which  supplements  the  equal  Installment 
repayment  schedule  required  by  §  177.58 
(a) .  Under  the  side  agreement,  the  bor¬ 
rower  may  be  deemed  to  meet  the  terms 
of  the  equal  Installment  repasunent 
schedule  so  long  as  the  borrower  makes 
payments  in  accordance  with  the  side 
agreement.  Prior  to  utilizing  such  a  side 
agreement,  the  school-lender  must  apply 
to,  and  receive  approval  from,  the  Com¬ 
missioner  as  to  its  terms  in  order  to  en¬ 
sure  that  the  borrower  will  not  be  unduly 
burdened  by  the  arrangement  and  that 
the  Commissioner  will  not  be  subject  to 
undue  liability.  That  is,  such  approval  Is 
required  not  for  each  individual  loan  but 
for  the  form  to  be  used  by  the  school. 
Neither  the  borrower  nor  the  lender  may 
insist  on  establishing  a  supplementary 
repayment  agreement,  except  that  the 
regulation  would  permit  the  lender  to 
make  the  borrower’s  written  consent  to 
the  ultimate  establishment  of  such  a 
side  agreement  a  condition  for  the  mak¬ 
ing  of  a  loan.  To  protect  the  borrower 


against  fraud  or  conflicting  demands  for 
pasmaent,  the  regulation  provides  that  a 
loan  subject  to  a  supplementary  repay¬ 
ment  agreement  may  not  be  transferred 
or  assigned  to  any  other  lender,  nor  may 
the  agreement  Itself  be  assigned.  The 
Commissioner  is  especially  interested  in 
receiving  comment  from  interested 
parties  regarding  the  necessary  or  de¬ 
sirability  of  the  provision  prohibiting 
transfer  or  assignment  of  such  loans. 

Many  educational  institutions  have 
been  Interested  in  providing  repayment 
schedules  that  are  contingent  upon  the 
borrower’s  actual  earning  power.  In  an 
effort  to  permit  some  degree  of  experi¬ 
mentation  in  this  area,  the  Commissioner 
believes  it  appropriate  to  authorize,  with 
his  prior  approval  in  each  case,  flexible 
repayment  arrangements  which  may  re¬ 
sult  in  some  students  having  to  repay 
more  principal  than  they  had  borrowed, 
since  the  amount  repaid  would  be  a  per¬ 
centage  of  income  earned.  The  obvious 
potential  of  such  arrangements  for  bor¬ 
rower  hardship  and  undue  financial  de¬ 
mands  on  the  Commissioner  dictates  that 
they  be  closely  monitored. 

11.  Section  177.59,  Due  diligence,  pro¬ 
vides  for  the  first  time  a  comprehensive 
and  detailed  definition  of  due  diligence 
in  the  making,  servicing,  and  collection  of 
loans.  In  the  past,  OE  has  received  nu¬ 
merous  requests  from  lenders  to  describe 
In  one  pla^  the  meaning  of  “due  dili¬ 
gence.”  The  proposed  regulation  details 
specific  activities  required  In  connection 
with  making,  servicing,  and  collecting 
loans  as  well  as  some  general  rules. 

a.  A  lender  must  utilize  procediues 
comparable  to  those  general^  used  by 
commercial  lenders  for  loans  of  compara¬ 
ble  amounts  which  are  not  Insur^.  A 
lender  may  not  accept  a  loan  on  transfer 
or  assignment  unless  it  has  reasonably 
determined  that  due  diligence  has  been 
exercised  with  re^)ect  to  that  loan  prior 
to  the  transfer  or  assignment.  The  dele¬ 
gation  of  functions  to  a  servicing  agency 
or  other  party  does  not  relieve  the  lender 
or  subsequent  holder  of  a  loan  of  its  re¬ 
sponsibilities. 

Section  177.65(a)  makes  clear  that  a 
lender  which  purchases  a  loan  is  not  en¬ 
titled  to  any  default  claim  payment 
greater  than  that  to  which  the  original 
holder  of  the  loan  would  have  been  en¬ 
titled.  For  this  reason,  it  is  essential  that 
a  potential  purchaser  of  loans  satisfy 
himself  that  the  original  lender  exercised 
due  diligence  prior  to  the  consummation 
of  the  sale.  This  provision  is  intended  to 
frustrate  the  circulation,  and  hence  the 
origination,  of  loans  of  questionable  in¬ 
surability. 

b.  In  the  area  of  loan  origination, 
§  177.59  proposes  that  a  loan  may  not 
be  made  imless:  (1)  the  borrower  or  at 
least  one  of  his  prarents  resides  within 
the  lender’s  normal  trade  area,  (2)  the 
borrower  or  at  least  one  of  his  parents 
has  a  prior  business  relationship  with 
the  lender,  or  (3)  the  borrower  will  be 
attending  an  educational  institution 
located  within  the  lender’s  normal  trade 
area.  ’This  provision  is  necessitated  by 
past  experience,  which  has  shown  that 
serious  problems  tend  to  arise  where  the 


student  is  geograi^ically  far  removed 
fr<Hn  the  lender  and  has  no  other  ties 
with  it.  This  type  of  lending  actlvitiy  does 
not  reflect  sound  and  prudent  program 
administration,  and  high  default  rates 
have  usually  resulted  where  such  prac¬ 
tices  exist.  It  is  felt  that  “normal  trade 
area”  is  a  term  commonly  imderstood  in 
the  lending  community,  but  the  Commis¬ 
sioner  encourages  comment  on  this  term. 

Hie  regulations  also  require  a  lender, 
prior  to  making  its  first  loan  to  a  partic¬ 
ular  student,  to  have  an  employee  con¬ 
duct  a  personal  interview  with  the  bor¬ 
rower  during  which  the  nature  of  the 
obligations  and  responsibilities  which  he 
will  inciu:  are  explained  to  him.  The 
lender  must  make  a  written  record  of 
this  interview,  have  it  signed  by  the  bor¬ 
rower,  and  provide  a  copy  to  the  bor¬ 
rower.  Although  group  interviews  are  not 
prohibited,  no  group  interview  may  be 
conducted  for  more  than  five  students. 
An  exception  to  Uie  interview  require¬ 
ments  may  be  granted  by  the  Commis¬ 
sioner  only  in  the  case  where  serious 
financial  or  personal  hardship  to  the 
borrower  would  otherwise  result.  In  the 
case  of  a  State  agency  lender,  the  State 
agency  may  have  the  meeting  conducted 
by  an  agent  other  than  an  employee  of 
the  State.  Most  State  lenders  pres«itly 
require  the  educational  institution  to 
perform  the  interview  and  other  loan 
origination  functions.  The  proposed  reg¬ 
ulation  would  permit  this  practice  to 
continue.  No  other  category  of  lender, 
however,  may  delegate  loan  origination 
fxmctions  to  a  servicing  agency  or  other 
party.  The  interview  requirement  is  pro¬ 
posed  because  many  borrowers  have  ob¬ 
viously  not  understood  that  a  Federally 
insured  loan  is  in  fact  a  loan  which  must 
be  repaid. 

c.  In  the  area  of  loan  servicing,  the 
proposed  regulation  requires  that  a 
lender  must  maintain  records  of  all 
events  affecting  a  loan,  including  change 
of  a  borrower’s  addre^  or  status  as  at 
least  a  halftime  student,  eligibility  of  the 
borrower  for  determent  of  repajunent, 
payments  made  on  the  loan,  and  trans¬ 
fers  of  the  loan. 

As  a  result  of  student  complaints  that 
lenders  do  not  always  respond  to  their 
inquiries,  the  regulations  provide  that  a 
lender  must  respond  on  a  timely  basis  to 
communications  of  a  borrower  or  any 
proper  endorser.  In  any  year  (prior  to 
commencement  of  the  repa3mient 
period)  in  which  the  borrower  does  not 
submit  an  application  for  another  loan 
from  the  lender,  the  lender  must  initiate 
contact  with  the  borrower  in  order  to  de¬ 
termine  the  borrower’s  current  enroll¬ 
ment  status  and  address  and  to  remind 
the  borrower  of  his  obligations  on  the 
loan. 

In  establishing  repayment  terms,  a 
lender  should  take  into  consideration  the 
current  and  potential  inc(Hne  and  obliga¬ 
tions  of  the  borrower,  and  provide  the 
borrower  with  a  repasunent  schedule 
which  is  designed  to  retire  the  loan  as 
soon  as  possible,  without  resulting  in 
borrower  default  due  to  inability  to  meet 
an  unrealistic  repayment  schedule. 
Although  borrowers  must  be  made  aware 
that  they  are  not  required  to  make  pay- 
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ments  prior  to  the  beginning  of  the  re¬ 
payment  period,  they  should  be  encour¬ 
aged  to  do  so  to  the  extent  possible  in 
order  to  reduce  their  overall  indebted¬ 
ness  and  subsequent  interest  charges. 

d.  During  the  collection  phase  in  the 
life  of  a  loan,  a  lender  is,  under  the  pro¬ 
posed  regulation,  respKjnsible  for  remind¬ 
ing  a  delinquent  borrower  of  his  delin¬ 
quency  through  a  series  of  notices,  let¬ 
ters,  telephone  calls,  or  personal  contacts 
at  intervals  of  not  greater  than  ten  days, 
commencing  not  later  than  ten  days  after 
the  initial  date  of  delinquency.  Similar 
techniques  must  be  instituted  against  any 
valid  endorser  in  cases  where  efforts 
against  the  borrower  are  unsuccessful. 

The  continued  mailing  of  notices  to  a 
delinquent  borrower  at  the  same  address 
does  not  constitute  due  diligence  when  it 
is  clear  that  the  borrower  no  longer 
resides  at  that  address.  Lenders  must  at¬ 
tempt  to  determine  the  correct  address 
through  the  use  of  normal  commercial 
collection  techniques,  including  contact¬ 
ing  any  endorser  or  other  individual 
named  on  the  borrower’s  loan  applica¬ 
tion. 

If  a  loan  becomes  60  days  delinquent, 
the  lender  must  request  preclaim  assist¬ 
ance  from  the  Office  of  Education.  De¬ 
fault  claims  will  not  be  honored  unless 
such  pre-claim  assistance  has  been  re¬ 
quested.  Such  assistance  consists  of  at¬ 
tempts  to  locate  the  borrower  and  of  let¬ 
ters  being  sent  to  him  encouraging  re¬ 
payment. 

The  lender  must  send  a  final  demand 
letter  to  the  borrower  and  any  proper 
endorser  not  less  than  30  days  prior  to 
filing  a  default  claim.  The  borrower  or 
endorser  must  be  permitted  30  days  to 
respond  to  this  demand  letter.  However, 
if  the  lender  has  no  information  as  to  the 
borrower’s  (or  endorser’s)  current  ad¬ 
dress,  a  final  demand  letter  is  not  re¬ 
quired. 

A  lender  must  maintain  both  a  pay¬ 
ment  history  and  collection  history  for 
each  borrower  in  order  to  keep  track  of 
the  borrower’s  status  and  have  adequate 
documentation  supporting  a  default 
claim.  If  a  lender  determines  that  a  bor¬ 
rower  has  the  ability  to  repay  his  loan 
but  refuses  to  do  so,  it  may.  although  it 
is  not  required  to,  bring  suit  against  the 
borrower  to  recover  the  amoimt  of  the 
loan  together  with  reasonable  attorney 
fees  before  filing  a  default  claim.  Before 
Instituting  such  an  action,  the  lender 
must  obtain  the  approval  of  the  Com¬ 
missioner  and  afford  the  borrower  notice 
that  such  suit  will  require  him  to  pay 
reasonable  attorney  fees  in  addition  to 
the  unpaid  principal  and  interest  of  the 
loan  and  will  be  brought  \mless  the  bor¬ 
rower  acts  immediately  to  cure  the  de¬ 
fault.  The  Commissioner  will  normally 
approve  a  _  request  by  a  lender  to  bring 
suit,  and  lenders  are  encouraged  to  ini¬ 
tiate  such  action  where  it  is  clear  that 
the  borrower  has  the  ability  to  repay  his 
loan. 

The  Commissioner  is  aware  that  some 
of  these  provisions  on  due  diligence  may 
impose  costs  on  lenders.  Accordingly,  he 
will  welcome  comments  as  to  these  costs 
which  may  propose  less  costly  means  of 
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achieving  the  objectives  of  these  provi¬ 
sions. 

l2.  Section  177.60,  Forbearance,  pro¬ 
poses  new  procedures  for  forbearance  in 
an  effort  to  encourage  forbearance,  to 
reduce  the  number  of  default  claims,  and 
to  minimize  paper  work  between  the 
lender  and  the  Office  of  Education.  How¬ 
ever,  forbearance  may  not  be  used  as  a 
means  of  curing  a  delinquent  or  de¬ 
faulted  account. 

Existing  regulations  require  prior  ap¬ 
proval  of  the  Commissioner  before  any 
forbearance  can  be  authorized.  This  op¬ 
tion  is  continued,  but  in  addition,  the 
regulations  grant  blanket  approval  by 
the  Commissioner  of  any  forbearance  for 
the  benefit  of  the  borrower  which  may  be 
agreed  upon  in  writing  by  the  borrower 
and  the  lender  and  which  results  in  re¬ 
payment  terms  consistent  with  other 
statutory  and  regulatory  repayment  pro¬ 
visions.  For  example,  under  this  blanket 
authority,  a  lender  which  had  provided  a 
student  with  a  five-year  repayment 
schedule  could  provide  the  student  with 
a  six-year  repayment  schedule  without 
prior  written  approval  of  the  Commis¬ 
sioner.  Similarly,  a  student  who  is  cur¬ 
rently  being  required  to  repay  at  an  an¬ 
nual  rate  of  $400  a  year  could  have  his 
annual  repayment  reduced  to  $360  per 
year  without  prior  approval. 

This  provision  would  permit  lenders 
to  grant  forbearance  without  seeking  the 
Commissioner’s  approval  in  each  in¬ 
stance.  ITils  process  should  be  instru¬ 
mental  in  reducing  processing  time  for 
a  lender  who  wishes  to  exercise  forbear¬ 
ance.  It  also  should  reduce  unnecessary 
defaults,  since  lenders  should  be  more 
willing  to  exercise  forbearance  once  the 
administrative  obstacles  to  its  use  have 
been  removed. 

The  Commissioner  may  also  enter  into 
an  agreement  with  a  lender  which  will 
permit  the  lender,  without  further  ap¬ 
proval  by  the  Commissioner,  to  exercise 
other  forbearance  for  the  benefit  of  the 
borrower  provided:  (a)  the  forbearance 
is  limited  to  those  borrowers  whom  the 
lender  reasonably  believes  intend  to  re¬ 
pay  their  loans  but  are  financially  unable 
to  make  pasrments  currently  in  accord 
with  the  terms  of  the  note;  (b)  the  for¬ 
bearance  agreement  is  signed  by  both 
the  borrower  and  the  lender  on  a  form 
provided  or  approved  by  the  Commis¬ 
sioner;  (c)  the  borrower  may  be  per¬ 
mitted  to  defere  payments  alt^ether  or 
to  make  lesser  payments  than  otherwise 
required  by  regulations  for  a  period  of 
not  more  than  six  months  if  the  lender 
is  a  school,  an  insurance  company,  a  pen¬ 
sion  fund,  or  an  agency  or  instru¬ 
mentality  of  a  State  or  for  a  period  of 
not  more  than  one  year  in  the  case  of 
other  lenders;  and  (d)  during  periods  of 
forebearance,  the  lender  contacts  the 
borrower  at  least  every  two  months  in 
order  to  remind  the  borrower  of  his  obli¬ 
gation.  Under  certain  circumstances,  the 
lender  may  request  approval  from  the 
Commissioner  for  an  extension  of  an  in¬ 
dividual  period  of  forbearance. 

13.  Section  177.61,  Transfers  of  insured 
loans,  has  been  extensively  modified  in 
order  to  eliminate  serious  problems  asso¬ 


ciated  with  loan  transfers  which  have 
been  experienced  in  the  administration 
of  the  Federal  Insured  Student  Loan 
Program.  Additional  inquiries  and 
actions  required  of  the  parties  to  a  trans¬ 
fer  are  proposed  in  order  to  protect  the 
interests  of  the  potential  transferee  and 
to  minimize  the  possibility  of  loss  to  the 
Federal  Government  resulting  from  a 
default  claim  on  the  transferred  loan. 

The  new  regulation  makes  it  clear  that 
a  transferee  filing  a  default  or  other 
claim  with  the  Commissioner  must  pro¬ 
vide  the  same  documentation  (as  speci¬ 
fied  in  §  177.64)  that  would  be  required 
if  the  original  lender  was  filing  the  claim, 
in  order  that  the  Commissioner  may  de¬ 
termine  if  the  claim  is  payable.  Loan 
notes  which  are  transferred  from  one 
lender  to  another  must  bear  effective 
words  of  assignment  and  be  signed  and 
dated  by  both  the  buyer  and  the  seller 
as  well  as  any  third  party  involved  in 
arranging  the  transfer  of  the  loan;  in 
this  way  the  Commissioner  may  monitor 
brokerage  activities  and  assure  himself 
that  the  transferee  has  legal  ownership 
of  a  loan.  No  loan  may  be  transferred  or 
assigned,  including  assignment  as  secu¬ 
rity,  if  the  purchaser  has  not  reasonably 
determined,  and  documented  in  its 
records,  that  the  note  represents  a  loan 
actually  disbursed  to  a  student  and  that 
due  diligence  (as  described  in  §  177.59) 
has  been  exercised  with  respect  to  that 
loan  prior  to  the  transfer  or  assignment; 
such  a  provision  should  prevent  cases 
where  the  Commissioner  must  advise  a 
transferee  that  its  claim  is  being  denied 
because  of  some  action  of  the  transferor. 

The  proposed  regulations  specify  that 
a  loan  may  not  be  transferr^  if  either 
party  to  the  transfer  has  knowledge  that 
the  borrower  did  not  attend  a  partici¬ 
pating  educational  institution  during 
the  period  for  which  the  loan  was  in¬ 
tended,  that  the  borrower  is  delinquent 
or  is  in  default,  or  that  other  defects  af¬ 
fecting  the  insurability  of  the  loan  exist. 
These  provisions  should  not  merely  pro¬ 
tect  the  transferee  but  also  increase  the 
likelihood  of  replayment  by  the  borrower 
by  having  him  not  deal  with  a  previously 
unknown  lender  once  a  problem  relating 
to  repayment  arises. 

In  order  to  assist  the  transferee  in 
verifying  that  none  of  the  conditions  de¬ 
scribed  above  as  precluding  transfers 
exist,  the  transferor  of  the  loan  note 
must  certify  to  this  effect  on  a  form  pro¬ 
vided  or  approved  by  the  Commissioner. 
In  addition,  the  transferor  must  Indicate 
on  the  form  whether  the  loan  was  origi¬ 
nally  made  by  a  lender  having  a  special 
relationship  with  an  educational  institu¬ 
tion  (as  described  in  5  177.65(c)),  and 
whether,  to  its  knowledge,  the  educa¬ 
tional  institution  attended  by  the  stu¬ 
dent  borrower  has  closed,  become  insol¬ 
vent,  or  become  involved  in  bankruptcy 
proceedings.  Again,  these  are  factors 
which  may  adversely  affect  the  likelihood 
of  repayment  or  the  payment  of  a  default 
claim,  and  they  are  thus  matters  of  which 
a  potential  transferee  should  be  made 
aware. 

In  recognition  that  some  lenders  may 
be  reluctant  to  purchase  loans  xmder 
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these  more  stringent  transfer  require¬ 
ments,  the  regulations  also  provide  that 
a  transferee  may  obtain  a  warranty  from 
the  transferor  of  the  loan  covering  any 
future  reductions  in  the  amount  of  a 
default  claim  which  may  be  made  by  the 
Commissioner. 

The  Cc«nmissioner  is  especially  inter¬ 
ested  in  receiving  comments  from  lenders 
on  this  section  with  regard  to  the  extent 
that  these  new  requiranents  may  in¬ 
crease  the  lender’s  administrative  costs 
and  woiic  load.  In  addition,  the  Commis¬ 
sioner  would  like  to  be  apprised  of  the 
extent  to  which  such  regulations  may 
serve  as  a  deterrent  to  loan  transfers. 

14.  Section  177.62,  dealing  with  the 
cancellation  of  a  loan  on  account  of  the 
borrower’s  death  or  total  and  permanent 
disability,  has  been  modified  to  require 
the  holder  of  a  loan  to  return  any  pay¬ 
ments  received  from  the  estate  of  a  bor¬ 
rower  or  paid  on  behalf  of  the  borrower 
after  the  determination  of  death  has 
been  made. 

The  proposed  regulation  also  specifies 
that  once  toe  holder  has  reason  to  believe 
that  a  borrower  has  become  totally  and 
permanently  disabled,  toe  holder  may 
not  attempt  to  collect  on  the  loan  from 
the  borrower  or  an  endorser  until  a  final 
determination  has  been  made  by  the 
Commissioner  as  to  whether  the  borrow¬ 
er  is  in  fact  disabled.  Any  payments  re¬ 
ceived  by  the  lender  after  toe  holder  has 
reason  to  believe  that  toe  borrower  Is 
disabled  but  before  toe  Commissioner 
has  made  such  a  determination  must  be 
retained  by  the  holder  and  returned  to 
toe  borrower  at  such  time  as  the  Com¬ 
missioner  determines  that  the  borrower 
is  totally  and  permanently  disabled. 
Payments  received  after  toe  Commis¬ 
sioner’s  determination  that  a  borrower 
is  disabled  must  also  be  returned  to  the 
borrower. 

15.  New  section  177.63,  Cessation  of 
lender  collection  activity  in  certain  cases. 
is  proposed  in  order  to  take  into  con¬ 
sideration  toe  problems  that  borrow¬ 
ers  sometimes  face  when  certain  condi¬ 
tions  exist  which  may  impact  on  their 
ability  or  willingness  to  repay  their  loans. 
Rather  than  having  the  lender  placed  in 
the  dlflBcult  position  of  tndng  to  collect 
such  a  loan,  the  proposed  regulations  re¬ 
quire  toe  lender  to  file  a  default  claim 
within  60  days  of  making  a  determina¬ 
tion  that  one  of  toe  following  conditions 
exist  (whether  or  not  toe  loan  is  in  the. 
repayment  period  or  the  borrower  is  eli¬ 
gible  for  deferment  under  §  177.58(f)) : 

a.  ITie  educational  institution  which 
the  borrower  attended  closed  during  toe 
academic  term  for  which  the  loan  was 
made: 

b.  The  Commissioner  has  directed  that 
a  default  claim  be  filed  as  a  result  of  an 
action  which  the  Commissioner  has 
commenced  under  Subpart  H  to  limit, 
suspend,  or  terminate  the  eligibility  of 
the  educational  institution  which  toe 
borrower  attended  (or  of  a  lender  which 
has  held  the  loan) ;  or 

c.  The  borrower,  a  State  or  local 
agency,  or  another  Federal  agency  has 
Instituted  legal  proceedings  against  a 
school  or  eligible  lender  alleging  facts 


which,  if  proven,  would  in  toe  judgment 
of  toe  lender  entitle  toe  student  bor¬ 
rower  to  refuse  to  repay  all  or  a  portion 
of  toe  loan  or  to  obtain  a  judgment  for 
recovery  of  payments  previously  made 
on  toe  loan. 

When  a  lender  is  required  to  file  a  de¬ 
fault  claim  imder  the  provisions  of  this 
section,  toe  lender  may  not  report  to  any 
credit  bureau  or  other  third  party  con¬ 
cerning  the  borrower’s  failure  to  repay 
his  loan.  TTie  Commissioner  will  pay  toe 
default  claim  if  he  finds  that  toe  loan  is 
otherwise  insurable  and  that  one  of  the 
conditions  just  described  actually  exists. 
He  will  then  pursue  toe  borrower  for  re- 
pasment  only  to  toe  extent  provided  for 
in  S  177.67.  If  toe  Commissioner  finds 
that  toe  lender’s  determination  that  one 
of  these  conditions  exists  is  not  correct, 
he  shall  refuse  payment  on  the  claim 
and  toe  lender  shall  be  required  to  re¬ 
sume  collection  activity  on  the  loan  in 
the  same  manner  as  if  the  determination 
had  not  been  made. 

16.  Section  177.64,  Procedures  for  fil¬ 
ing  and  payment  of  claims,  has  b^n 
modified  to  specify  certain  documents 
which  the  Commissioner  requires  when 
a  default  or  other  claim  is  filed.  These 
dociunents  are  needed  in  order  to  ascer¬ 
tain  toe  insurability  of  a  loan  as  well  as 
to  assess  whether  the  loan  has  been 
handled  properly  by  the  lender  and  to 
provide  toe  Cwnmissioner  with  a  legal 
basis  for  pursuing  the  borrower  for  re¬ 
payment  (in  toe  case  of  a  default  claim) . 

The  section  has  also  been  revised  to 
reqiiire  that,  after  a  lender  has  filed  a 
default  claim  which  has  been  paid  or  is 
pending,  and  the  lender  determines  that 
the  borrower  has  been  adjudicated  a 
bankrupt,  toe  lender  may  not  file  a  proof 
of  claim  with  the  referee  in  bankruptcy 
but  shall  promptly  forward  the  notice  of 
toe  first  meeting  of  creditors  to  toe  Of¬ 
fice  of  Education  in  order  that  the  Office 
of  Education  may  file  a  proof  of  claim. 

In  order  to  facilitate  collection  action 
by  the  Commissiemer  against  a  defaulted 
borrower  or  additional  matters  which 
may  be  required  of  a  lender  as  a  condi- 
tiMi  for  payment  of  a  claim,  the  proposed 
regulations  require  that  &  lender  must 
file  a  claim  with  the  Commissioner  with¬ 
in  60  days  after  it  has  been  determined 
that  toe  loan  is  in  default,  within  30 
days  after  the  receipt  by  the  lender  of 
the  notice  of  the  first  meeting  of  credi¬ 
tors  from  the  bankruptcy  referee,  or 
within  60  days  after  the  lender  deter¬ 
mines  that  the  borrower  has  died  or  the 
lender  has  b^n  notified  by  the  Commis¬ 
sioner  that  *the  borrower  has  ^en  de¬ 
termined  to  be  totally  and  permanently 
disabled.  The  Commissioner  may  reject 
claims  filed  after  these  periods.  However, 
recognizing  that  there  may  be  cases 
where  a  loan  may  still  be  collectable  after 
the  120 -day  default  period  provided 
for  by  law,  the  proposed  regulations  per¬ 
mit  toe  lender,  where  it  reasonably  de¬ 
termines  that  a  loan  in  default  may  still 
be  collectable,  to  refrain  from  filing  a 
default  claim  for  a  reasonable  time  after 
the  normal  60  day  period  (following  the 
120-day  default  period)  provided  certain 
documented  collection  efforts  are  con¬ 
tinued.  If  the  default  Is  still  not  cured. 


the  lender  miist  fil»  the  claim  within  60 
days  after  it  is  determined  toat  the  loan 
is  uncollectable,  but  in  no  case  later  than 
six  months  after  toe  normal  60  day  p>eri- 
od  for  filing  a  default  claim. 

The  Commissioner  believes  toat  toe 
timely  filing  of  claims  is  essential  in 
order  that  toe  Commissioner  may  insti¬ 
tute  collection  efforts  to  recover  the 
amount  of  the  loss  in  the  case  of  defaults. 
When  lenders  delay  for  a  significant 
period  of  time  beyond  the  date  of  de¬ 
fault,  collection  efforts  become  much 
more  difficult  and  less  successful.  It 
should  also  be  noted  that  the  Cleneral 
Accounting  Office  has  strongly  urged 
that  timely  filing  of  claims  be  required 
of  lenders. 

The  regulations  have  also  been 
amended  to  indicate  the  extent  to  which 
the  Commissioner  will  insure  payment 
of  interest  on  those  loans  (described  at 
the  beginning  of  §  177.65)  which  are 
eligible  for  the  insurance  of  interest  as 
well  as  the  insurance  of  principal.  If  a 
loan  has  been  handled  properly,  all  in¬ 
terest  accruing  through  toe  period  re¬ 
quired  for  the  Commissioner  to  approve 
the  claim  for  payment  is  Insured. 

17.  Section  177.65,  Determination  of 
amount  of  loss  on  default  claims,  con¬ 
tains  a  new  proposed  paragraph  (d)  in 
order  to  clarify  toat  the  Commissioner 
may  deny  payment  of  a  default  claim  on 
a  loan  if  certain  of  these  regidatlons 
have  been  violated.  Certain  violations  of 
the  regulations  are  by  their  nature  non- 
curable,  and  eighteen  examples  of  the 
types  of  non-curable  regulatory  viola¬ 
tions  for  which  default  claims  may  be 
denied  are  included.  The  proposed  regu¬ 
lations  also  provide  eight  examples  of 
violations  of  toe  regulations  for  which 
default  claims  may  be  denied  but  which 
might  be  cured  if  conditions  specified  by 
the  Commissioner  are  met. 

Paragraph  (d),  however,  also  specifies 
that  some  regulatory  violatitms  may  be 
excused  by  toe  Commissioner  if  the 
lender  submitting  the  claim  satisfies  toe 
Commissioner  that:  (a)  The  violation 
did  not  contribute  to  toe  default;  or  (b) 
toe  violation  was  committed  by  a  prior 
holder  of  toe  loan  and  toe  Commissioner 
is  satisfied  that: 

(i)  the  loan  transfer  transaction  was 
entered  into  at  arm’s-length, 

(ii)  toe  transferee  inquired  of  the 
transferor  as  to  whether  the  specific  vio¬ 
lation  had  occurred  and  was  advised  that 
it  had  not,  and 

(iii)  the  lender  filing  the  claim  other¬ 
wise  had  no  knowledge  of  the  violation 
at  the  time  of  the  transfer  and  could 
not  have  become  aware  of  the  violation 
through  examination  of  the  loan  docu¬ 
ments. 

It  should  be  noted  that  any  violation 
of  these  regulations,  regardless  of  wheth¬ 
er  it  leads  to  denial  of  default  claims, 
could  form  the  basis  for  the  limitation, 
suspension  or  termination  of  the  eligibil¬ 
ity  of  a  lender  from  further  participation 
in  the  Federal  Insured  Student  Loan 
Program. 

The  Commissioner  believes  that  clari¬ 
fication  as  to  whra  a  default  claim  may 
be  denied  is  desirable  in  order  toat  lend- 


FEDERAL  REGISTER,  VOL.  41,  NO.  215— FRIDAY,  NOVEMBER  5,  1976 


48872 


PROPOSED  RULES 


ers  are  made  fully  aware  of  the  import¬ 
ance  of  complying  with  these  regulations. 
However,  the  new  paragraph  (d)  would 
not  effect  major  changes  in  the  Commis¬ 
sioner’s  current  practices  regarding  the 
examination  and  disposition  of  default 
claims. 

18.  Section  177.66,  Records,  reports 
and  inspections,  specifies  that  lenders 
must  keep  certain  tsrpes  of  records  re¬ 
flecting  each  loan  transaction  so  as  to 
afford  ready  identification  of  the  bor¬ 
rower’s  account  and  status  and  contain¬ 
ing  full  and  proper  documentation  to 
support  a  claim  for  loss.  The  regulations 
require  that  lenders  must  retain  these 
records  for  not  less  than  five  years  after 
the  loan  has  been  paid  by  the  borrower 
or  the  lender  has  been  reimbursed  for  a 
loss  by  the  Commissioner.  Previous  regu¬ 
lations  had  specified  that  such  records 
had  to  be  maintained  for  three  years. 
The  additional  two  years  has  been  found 
necessary  in  order  to  provide  auditors 
and  field  examiners  an  opportunity  to 
examine  pertinent  records  so  as  to  en¬ 
sure  that  a  lender  is  conducting  its  lend¬ 
ing  activities  properly.  In  addition,  ex¬ 
perience  has  shown  that  cases  of  pro¬ 
gram  abuse  can  take  longer  than  the 
present  three  year  period  to  resolve.  This 
five  year  period  is  also  within  the  six 
year  statute  of  limitations  for  legal  ac¬ 
tion  against  a  lender. 

19.  New  section  177.67,  Collection  ef¬ 
forts  by  the  Commissioner  after  payment 
of  default  claims,  clarifies  to  what  ex¬ 
tent  the  Commissioner  will  attempt  to 
obtain  repayment  from  a  defaulted  bor¬ 
rower  after  a  claim  has  been  paid  to  the 
holder  of  the  loan.  The  Commissioner  will 
follow  the  following  standards: 

a.  Where  the  Commissioner  deter¬ 
mines  that  the  borrower  (or  endorser) 
has  a  d^ense  on  the  loan,  he  shall  re¬ 
frain  from  collection  to  the  extent  of  the 
defense. 

b.  If  the  Commissioner  determines 
that  the  borrower  is  entitled  to  a  refvmd 
from  an  educational  institution  for  the 
period  for  which  the  loan  was  made,  the 
Commissioner  shall  refrain  frcxn  col¬ 
lecting  the  loan  to  the  extent  of  the  un¬ 
paid  refund,  provided  that  the  borrower 
assigns  his  right  to  the  refund  to  the 
Commissioner  and  the  borrower  repays 
the  remaining  portion  of  his  indebted¬ 
ness,  if  any. 

c.  If  the  educational  institution  at¬ 
tended  by  the  borrower  closed  dvuing  the 
period  covered  by  the  loan,  the  Commis¬ 
sioner  shall  forgive  the  borrower’s  in¬ 
debtedness  to  the  extent  that  the  bor¬ 
rower  would  have  had  a  defense  on  the 
loan  if  the  loan  had  been  made  by  the 
school,  was  part  of  the  same  transac¬ 
tion  as  the  student’s  enrollment  at  the 
school,  and  was  in  consideration  for  ed¬ 
ucational  services  that  were  to  be  pro¬ 
vided  by  the  school,  provided  that  the 
borrower  assigns  his  right  to  receive  any 
refund  due  him  from  the  school  to  the 
Commissioner  and  the  borrower  repays 
the  remaining  portion  of  his  indebted¬ 
ness,  if  any. 

d.  If  the  borrower,  a  State  or  local 
agency,  or  another  Federal  agency  has 
instituted  legal  proceedings  against  a 


school  or  eligible  lender  alleging  facts 
which,  if  proven,  would  in  the  judgment 
of  the  Commissioner  entitle  the  borrow¬ 
er  to  refuse  to  repay  all  or  a  portion  of 
the  loan  or  to  obtain  a  judgment  for  re¬ 
covery  of  payments  already  made  on  the 
loan,  the  Commissioner  shall,  if  certain 
conditions  are  met,  suspend  his  collec¬ 
tion  activity  pending  the  resolution  of 
the  proceedings. 

e.  If  the  Commissioner  has  instituted 
an  action  under  Supbpart  H  to  limit, 
suspend,  or  terminate  the  eUgibility  of 
the  school  attended  by  the  borrower  (or 
any  lender  which  has  held  the  loan) ,  he 
shall  suspend  his  collection  activity  dur¬ 
ing  such  proceedings  if  he  believes  that 
the  outcome  of  the  proceedings  may  af-^ 
feet  the  borrower’s  repayment  obllgationT 

f .  The  Commissioner  shall  not  attempt 
to  collect  from  a  borrower  or  endorser 
who  has  died  or  become  totally  and  ijer- 
manently  disabled,  or  from  the  estate  of 
a  deceased  borrower  or  endorser. 

The  purpose  of  these  provisions  is  to 
forgive  loans  where  equity  so  requires. 
However,  on  all  other  defaulted  loans, 
the  regulation  indicates  that  the  Com¬ 
missioner  will  vigorously  pursue  the 
borrowers,  using  litigation  where  appro¬ 
priate,  to  recover  the  amount  of  the  loss 
incurred  upon  payment  of  a  default 
claim  by  the  United  States.  Interest  ac¬ 
crues  on  a  loan  throughout  the  life  of 
the  loan  (including  after  default)  and 
the  borrower  shall  be  required  to  pay 
such  interest  as  well  as  the  impaid 
principal  balance  of  the  loan. 

StTBPART  G — ^Requirements  and  Standards 

FOR  Participating  Education  Institu¬ 
tions 

20.  Section  177.73(e)  (existing  §  177.- 
63(e)),  dealing  with  the  allocation  of  a 
refund  paid  by  an  educational  institu¬ 
tion  in  the  event  of  early  student  with¬ 
drawal  from  school,  is  proposed  to  be 
modified  to  require  that  a  participating 
institution  must  pay  a  portion  of  toe  re- 
fxmd  (representing  the  proportion  of  all 
toe  student’s  financial  aid  which  toe 
amount  of  toe  loan  represented)  directly 
to  toe  lender  (or  to  a  subsequent  holder, 
if  the  institution  has  knowledge  of  Its 
identity)  and  provide  written  notice  to 
toe  student  of  this  action.  The  student 
shall  be  deemed  to  authorize  such  action 
by  applying  for  a  loan.  The  lender,  pur¬ 
suant  to  §  177.16,  will  apply  such  a  por¬ 
tion  of  toe  refimd  to  reduce  toe  unpaid 
balance  of  toe  loan. 

Many  students  who  receive  refimds 
from  ^ucational  institutions  have  not 
been  aplying  these  refunds  to  reducing 
toe  loan  balance,  but  have  been  using 
the  money  for  other  purposes.  By  propos¬ 
ing  this  regulation,  toe  Commissioner 
intends  that  an  equitable  portion  of  a 
refund  will  be  appUed  to  reduce  toe  loan 
balance  and  thus  reduce  the  likelihood  of 
default  as  well  as  toe  amoimt  of  any 
subsequent  default  claim.  Since  toe 
amount  of  a  loan  is  based  upon  an  as¬ 
sumption  as  to  toe  borrower’s  educa¬ 
tional  costs  for  the  period  of  a  loan,  he 
should  not  be  allowed  to  retain  the  entire 
amoimt  of  toe  loan  when  his  costs  are 
reduced  through  a  refund  from  his  edu¬ 
cational  institution. 


Education  Amendments  of  1976 

As  noted  in  this  preamble.  Pub.  L.  94- 
482,  toe  Education  Amendments  of  1976, 
enacted  on  October  12,  1976,  makes 
numerous  amendments  to  Title  IV-B  of 
toe  Higher  Education  Act,  which  au¬ 
thorizes  toe  GSLP. 

The  comprehensive  revision  of  the 
GSLP  regulations  proposed  in  this  no¬ 
tice  was  prepared  prior  to  toe  enactment 
of  Pub.  L.  94-482.  Upon  toe  enactment 
of  the  law,  the  Commissioner  had  to 
decide  whether  to  delay  publication  of 
the  proposed  regulations  until  they  could 
be  revised  so  as  to  comport  fully  with  toe 
new  law  or  to  publish  them  in  their  pres¬ 
ent  form  for  public  comment.  After  care¬ 
fully  considering  toe  matter,  toe  Com¬ 
missioner  decided  that  it  was  in  toe  best 
interest  of  the  program  to  begin  this  im¬ 
portant  rulemaking  proceeding  now. 

Although  certain  of  the  provisions  of 
toe  proposed  r^ulations  will  have  to  be 
altered  in  toe  light  of  toe  new  law,  a 
great  many  of  toe  provisions  of  the  pro¬ 
posed  regulations  are  not  affected  by  the 
new  law.  Many  of  toe  provisions  of  toe 
proposed  regulations  which  are  affected 
by  toe  new  law  may  be  brought  into  con¬ 
formity  with  it  through  changes  made 
in  toe  final  regulation.  Also,  a  large  num¬ 
ber  of  the  provisions  in  toe  proposed 
regulation  which  are  unaffected  by  the 
new  law  relate  to  improvements  in  toe 
program  designed  to  curb  abusive  prac¬ 
tices  which  have  impaired  toe  sound  op¬ 
eration  of  toe  program.  Providing  the 
public  with  toe  earliest  ix>ssible  oppor¬ 
tunity  to  study  and  comment  upon  these 
provisions,  rather  than  deferring  their 
publication  pending  a  complete  updat¬ 
ing  of  toe  proposed  regulations  in  line 
with  P.  L.  94-482,  is  in  keeping  with  the 
Department’s  objectives  of  full  public 
participation  and  improved  administra¬ 
tion  of  the  GSLP  program. 

Further,  in  issuing  these  proposed 
regulations  toe  Commissioner  is  provid¬ 
ing  detailed  information,  as  more  fully 
described  below,  concerning  those  pro¬ 
visions  of  toe  new  law  which  affect  the 
proposed  regulations  and  those  provisions 
of  toe  new  law  which  may  require  im¬ 
plementing  regulations  regarding  mat¬ 
ters  not  covered  in  these  proposed  regula¬ 
tions.  This  information  is  designed  to 
enable  toe  public  to  assess  the  Depart¬ 
ment’s  current  proposals  regarding  GSLP 
administration  and  toe  impact  of  toe 
new  law  at  toe  earliest  possible  stage. 

A  chart  highlighting  the  changes  to 
the  statutory  basis  of  toe  GSLP  contain¬ 
ed  in  the  Education  Amendments  of 
1976  (Pub.  L.  94-482)  appears  immedi¬ 
ately  following  the  proposed  regulations. 
The  chart  is  in  two  parts.  Part  I  of  toe 
chart  is  designed  to  help  the  reader  iden¬ 
tify  areas  in  the  proposed  regulations 
which  are  or  may  be  affected  by  the  new 
law.  Affected  regulation  sections  are  pre¬ 
sented  in  numerical  order.  A  few  of  these 
sections  contain  provisions  which  con¬ 
flict  with  the  new  law.  An  example  is 
identified  at  Item  No.  6:  section  177.21 
(a)(l)(lii)  of  the  proposed  regulations 
provides  that  toe  adjusted  family  income 
cut-off  for  automatic  eligibility  for  an 
Interest  subsidy  on  a  loan  is  $15,000.  Pub. 
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L.  94-482  increases  that  cut-off  to  $25,- 
000.  In  other  cases  a  proposed  regulation, 
while  not  in  actual  conflict  with  a  new 
provision  of  the  law,  now  fails  to  accu¬ 
rately  implement  it.  Examples  are  iden¬ 
tified  at  Items  No.  16  and  No.  27 :  sections 
117.33(a)  (1)  (xi)  and  177.58(b)  (2)  of  the 
proposed  regulations  set  the  minimiun 
annual  per  person  repayment  on  a  loan 
at  $360.  Title  IV-B,  as  amended  now, 
provides  an  exception  in  the  case  of  a 
husband  and  wife  who  both  have  repay¬ 
ment  oWigations.  In  this  case,  the  com¬ 
bined  minimum  repayment  of  the  hiis- 
band  and  wife  is  $360. 

Part  II  of  the  chart  identifies  other 
changes  made  in  the  law  governing  the 
GSLP  by  Pub.  L.  94-482.  Certain  of  these 
changes  do  not  affect  the  current  content 
of  the  proposed  regulations  because  the 
changes  represent  new  concepts  about 
which  the  proposed  regulations  are  si¬ 
lent.  These  changes  in  the  law  may  re¬ 
quire  new  implementing  regulations.  An 
example  is  contained  at  Item  No.  12: 
payments  are  provided  to  eligible  insti¬ 
tutions  according  to  the  number  of  stu¬ 
dents  receiving  GSLP  loans  to  cover  in¬ 
stitutional  administrative  costs.  Also  in¬ 
cluded  in  this  part  are  those  changes  in 
the  law  which  appear  to  neither  require 
changes  in  the  proposed  regulations  nor 
publication  of  new  Implranenting  regu¬ 
lations.  An  example  of  this  is  identified 
at  Item  No.  29 :  student  loans  may  not  be 
discharged  in  bankruptcy  until  five  years 
after  the  beginning  of  the  repayment 
period. 

Besides  giving  readers  information 
concerning  the  impact  of  the  new  law 
on  the  proposed  regulations,  the  c^art 
serves  another  Important  purpose.  A 
number  of  these  new  provisions  will  re¬ 
quire  new  implementing  regulations  or 
modifications  of  the  current  proposed 
regulations.  For  this  reason,  at  the  six 
hearings  scheduled  on  the  content  of  the 
proposed  regulations,  the  Department 
invites  testimony  by  interested  persons 
about  how  the  Commissioner  should  Im¬ 
plement  the  new  provisions.  Written 
comments  and  observations  are  also  in¬ 
vited  on  this  question.  These  comments 
and  observations,  both  written  and  oral, 
will  be  considered  by  the  Commissioner 
prior  to  formulating  rules  to  Implement 
the  new  law. 

The  chart  contains  summary  refer¬ 
ences  and  section  citations  to  the  provi¬ 
sions  contained  in  the  new  law.  For  read¬ 
er  convenience,  a  reprint  of  the  portion 
of  the  Education  Amendments  of  1976 
affecting  the  GSLP  is  printed  as  an  ap¬ 
pendix  immediately  following  the  chart. 

"Submission  of  Comments  and  Public 

Hearings  on  Proposed  Regulations 

1.  All  interested  persons  are  invited  to 
submit  written  ccunments  and  recomr 
mendations  concerning  either  the  pro¬ 
posed  rules  or  the  new  policy  issues  occa¬ 
sioned  by  the  Education  Amendments  of 
1976  to  the  Associate  Commissioner,  Of¬ 
fice  of  Guaranteed  Student  Loans,  U.S. 
OfiBce  of  Education,  Washington,  D.C. 
20202.  Hand  delivered  comments  may  be 


delivered  to  Room  4636,  Regional  Office 
Building  No.  3,  Seventh  and  D  Streets, 
S.W.,  Washington,  D.C.  Such  responses 
to  this  notice  will  be  avilable  for  public 
inspection  on  Mondays  through  Fridays 
between  8:00  a.m.  and  4:30  p.m.  All  rele¬ 
vant  material  received  on  or  before  Jan¬ 
uary  5, 1977,  will  be  considered. 

2.  All  interested  persons  are  also 
hereby  given  notice  of  opportunity  to 
present  comments  and  recommendations 
orally  with  respect  to  the  proposed  rules 
or  the  new  legislation  at  public  hearings 
to  be  held  in  the  following  places  on  the 
dates  below  and  commencing  at  9:00  a.m. 
on  each  of  the  days  specified : 

a.  HEW  Auditorium,  300  In-  November  30, 
dependence  Avenue,  S.W.,  December  1 
Washington,  D.C. 

b.  John  F.  Kennedy  Federal  December  2,  3 
Building,  Government 

Center.  Boom  2003,  Bos¬ 
ton,  Massachusetts 

c.  University  of  Illinois —  December  6,  7 
Circle  Campus,  Room  C-3, 

Lecture  Center,  750  S.  Hal- 
sted  St.,  Chicago,  Illinois. 

d.  Earle  Cabell  Federal  December  9, 

Building,  Room  7A23 — 1100  10 

'Conunerce,  Dallas.  Texas. 

e.  University  of  San  Fran-  December  13, 
cisco.  University  Center,  14 

Room  413,  2130  Fulton 
Street,  San  Francisco. 

California. 

f.  UJ3.  Post  Office  Audi-  December  16. 
torium,  18th  and  Stout  17 
Streets,  Denver,  Colorado. 

3.  Any  person  desiring  to  present  his 
views  orally  at  any  of  the  scheduled  hear¬ 
ings  should  so  inform  the  appropriate 
representative  listed  below  no  later  than 
seven  (7)  days  prior  to  commencement 
of  the  particular  hearing  at  which  the 
person  wishes  to  be  heard.  Reasonable 
limitations  upon  the  length  of  time  allo¬ 
cated  to  any  person  may  be  imposed  and 
persons  should  file  with  the  appropriate 
office  listed  below  ten  copies  of  all  pre¬ 
pared  statements : 

Office  of  Guaranteed  Student  Loans,  U.S. 
Office  of  Education,  400  Maryland  Avenue, 
S.W.,  Washington,  D.C.  20202,  202-472- 
2840. 

Office  of  Guaranteed  Student  Loans,  U.S. 
Office  of  Education,  Post  Office  Box  8370, 
Boston,  Massachusetts  02114. 

Office  of  Guaranteed  Student  Loans,  U.S. 
Office  of  Education,  Post  Office  Box  8422, 
(Chicago,  Illinois  60680. 

Office  of  Guaranteed  Student  Loans.  U.S. 
Office  of  Education,  1200  Main  Tower,  Dal¬ 
las,  Texas  75202. 

Office  of  Guaranteed  Student  Loans,  UJ3. 
Office  of  Education,  11023  Federal  Office 
Building,  19th  and  Stout  Streets,  Denver, 
Colorado  80202. 

Office  of  Guaranteed  Student  Loans,  U.S. 
Office  of  Education,  50  United  Nations 
Plaza.  San  Francisco,  California  94102. 

(Catalog  of  Federal  Domestic  Assistance  No. 
13.460  Guaranteed  Student  Loan  Program.) 

Dated:  September  2, 1976. 

William  F.  Pierce. 

Acting  U.S. 

Commissioner  of  Education. 
Approved:  October  22, 1976. 

Marjorie  Ltnch, 

Acting  Secretary  of  Health, 
Education,  and  Welfare. 


Subparts  A,  B,  C,  D,  and  E  and  §  177.63 
(e)  of  Part  177  of  Title  45  of  the  Code  of 
Federal  Regulations  are  revised  and  re¬ 
designated  to  read  as  set  forth  below.  i.Jl 
these  provisions  are  adopted,  various 
technical  and  conforming  changes  will 
be  made  to  other  sections  of  Part  177.) 
Subpart  A — Purpaaa  and  Scopa 

Sec. 

177.1  Program  purpose  and  statutory  au¬ 

thority. 

177.2  Guarantee  agency  programs. 

177.3  Direct  State  loan  programs. 

177.4  Federal  Insured  Student  Loan  Pro¬ 

gram  (FISLP). 

177.5  Applicability  of  subparts  in  Part  177. 
Subpart  B — General  Provisions 

177.11  Definitions. 

177.12  Permissible  charges  to  students. 

177.13  Prohibited  transactions. 

177.14  Affidavit. 

177.15  Forms. 

177.16  Treatment  by  lenders  of  refund 

amounts  received  from  participat¬ 
ing  institutions. 

Subpart  C — Federal  Payments 

177.21  Interest  benefits. 

177.22  Adjusted  family  Income. 

177.23  Special  allowance. 

177.24  Death  and  disability  payments. 

177.25  Administrative  cost  allowance. 

Subpart  D — Guarantee  Agency  Programs 

177.31  Scope. 

177.32  Agreements  between  guarantee  agen¬ 

cies  and  the  Commissioner. 

177.33  Painnent  of  Federal  Interest  benefits. 

177.34  Payment  of  Federal  advances  for  re¬ 

serve  funds. 

177.35  Federal  reinsurance. 

177.36  Records,  reports  and  inspections. 

Subpart  E — Direct  State  Loan  Programs 

177.41  Scope. 

177.42  Requirements  for  payment  of  Fed¬ 

eral  Interest  benefits  and  death  and 
disability  payments. 

177.43  Records,  reports  and  inspections. 

Subpart  F — Federal  Insured  Student  Loan 
Program 

177.51  Circumstances  under  which  loans 

may  be  federally  Insured. 

177.52  Agreements  between  eligible  lenders 

and  the  Commissioner. 

177.53  Conditions  for  insurability  of  indi- 
^  vidual  loans. 

177.54  Limitations  on  maximum  loan 

amounts. 

177.55  Issuance  of  Federal  loan  Insurance. 

177.56  Insurance  premiums. 

177.57  Disbursement  of  loans. 

177.58  Repayment  of  loans. 

177.59  Due  diligence. 

177.60  Forbearance. 

177.61  Transfers  of  insured  loans. 

177.62  Cancellation  of  loan  for  death  or  dis¬ 

ability. 

177.63  Cessation  of  lender  collection  activity 

in  certain  cases. 

177.64  Procedures  for  filing  and  payment 

of  claims. 

177.65  Determination  of  amount  of  loss  on 

default  claims. 

177.66  Records,  reports  and  inspections. 

177.67  Collection  efforts  by  the  Commis¬ 

sioner  after  pajrment  of  default 
claims. 

Subpart  G — Requirements  and  Standards  for 
Participating  Educational  Institutions 

177.71  Agreements  between  eligible  institu¬ 

tions  and  the  Commlasioner. 

177.72  Procediures,  reccM*d8  and  reports. 

177.73  Refunds. 

177.74  Provision  of  information  to  a  pro¬ 

spective  student. 
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Sec. 

177.75  Admissions  criteria  for  a  vocational, 

trade  or  career  program. 

177.76  Additional  standards  for  evalnatliig 

an  eligible  institution. 

Subpait  H — Procedures  for  the  Limitation,  Sua- 
pension  or  Termination  of  Eligibility  for 
Programs  Under  This  Part 

177.81  Purpose  and  scope. 

177.82  Definitions. 

177.83  Possible  sanctions. 

177.84  Effect  on  prior  participation. 

177.85  Informal  compliance  procedure. 

177.86  Suspension. 

177.87  Limitation  and  termination. 

177.88  Denial  or  limitation  of  initial  ap¬ 

plication  or  reinstatement. 

Authoritt:  Title  IV,  Part  B,  sections  421- 
438  of  Pub.  L.  89-329,  79  Stat.  1236,  as  amend¬ 
ed  (20  U.S.C.  1071  to  1087-1),  unless  other¬ 
wise  noted. 

Subpart  A — Purpose  and  Scope 

§  177.1  Program  purpose  and  slatutory 
authority. 

(a)  The  purpose  of  the  Guaranteed 
Student  Loan  Program  (GSLP)  is  to 
make  low  interest  loans  available  to  stu¬ 
dents  for  postsecondary  educational  ex¬ 
penses.  The  program  provides  benefits 
under  loan  guarantee  programs  of  State 
and  private  nonprofit  agencies,  under  di¬ 
rect  State  loan  programs,  and,  in  limited 
circumstances,  under  a  program  of  Fed¬ 
eral  loan  insurance. 

(b)  The  basic  statutory  authority  for 
the  program  is  Title  IV,  Part  B  of  the 
Higher  Education  Act  of  1965  (20  U.S.C. 
1071  to  1087-1).  Other  applicable  legis¬ 
lation  includes  the  Emergency  Insured 
Student  Loan  Act  of  1969  (20  U.S.C. 
1078a),  the  General  Education  Provi¬ 
sions  Act  (20  U.S.C.  1221-33h),  and 
parts  of  Title  IV,  Part  F  of  the  Higher 
Education  Act  of  1965  (20  U.S.C,  1088- 
89). 

(20  UJ3.C.  1071  to  1087-1) 

§  177.2  Guarantee  agency  programs. 

(a)  The  Commissioner  encourages 
States  and  nonprofit  private  agencies  to 
establish  adequate  loan  insurance  pro¬ 
grams  for  students  in  eligible  educational 
institutions.  (Subpart  D  of  this  Part) .  To 
meet  this  objective.  Federal  advances 
have  been  made  or  are  available  to  such 
agencies  for  the  purpose  of  helping  to  es¬ 
tablish  or  strengthen  the  reserve  funds 
used  by  such  agencies  as  a  basis  for  gruar- 
anteeing  loans  made  by  participating 
lenders.  (§  177.34) 

(b)  The  Commissioner  may  reinsure 
loans  made  imder  a  guarantee  agency 
program  to  the  extent  of  80  percent  of 
the  amoimt  expended  by  the  agency  in 
discharge  of  its  Insurance  obligation  on 
the  unpaid  balance  of  the  principal 
amount  of  loans  covered.  (§  177.35) 

(c)  Loans  made  under  guarantee 
agency  programs  may  quaUfy  for  pay¬ 
ment  of  Federal  interest  benefits 
(§  177.21)  and  special  allowances  (§  177.- 
23),  The  Commissioner  will  also  dis¬ 
charge  a  borrower’s  hability  on  a  loan  in 
the  event  of  the  borrower’s  death  or  total 
and  permanent  disability.  (S  177.24) 

(d)  In  (»‘der  to  qualify  for  the  benefits 
set  forth  in  this  section,  guarantee  agency 
programs  must  meet  certain  Federal  re¬ 


quirements,  as  set  forth  in  the  law  and 
this  part  (particularly  Subpart  D  of  this 
Part) ,  However,  within  these  limitations, 
guarantee  agency  programs  may  vary 
considerably,  and  there  are  numerous 
differences  among  agencies  on  such  mat¬ 
ters  as  the  percentage  of  a  loan  guaran¬ 
teed,  annual  and  aggregate  loan  maxi- 
mums  for  individual  students,  student 
eligibility,  and  lender  and  school  eligi¬ 
bility. 

(20  U.S.C.  1071,  1072,  1078,  1078a,  1082,  1087.) 

§  177.3  Dirocl  .Stale  loan  programs. 

(a)  Definition.  A  direct  State  loan  pro¬ 
gram  is  a  program  of  student  loans 
whereby  a  State  makes  loans  directly  to 
students  which  are  not  guaranteed  or 
insured  under  a  guarantee  agency  pro¬ 
gram  or  the  Federal  Insured  Student 
Loan  Program.  On  August  1,  1976,  there 
were  no  direct  State  loan  programs  in 
operation. 

(b)  Loans  made  under  a  direct  State 
loan  program  may  qualify  for  payment 
of  Federal  interest  benefits  and,  if  a 
borrower  dies  or  becomes  totally  and  per¬ 
manently  disabled,  the  Commissioner 
will  discharge  his  liability  on  a  loan  by 
reimbursing  the  State  for  the  amount 
owned  on  the  loan.  However,  loans  made 
under  direct  State  loan  programs  are  not 
eligible  for  payment  of  special  allow¬ 
ances. 

(c)  In  order  to  qualify  for  the  benefits 
set  forth  in  paragraph  (b)  of  this  sec¬ 
tion,  a  direct  State  loan  program  must 
meet  certain  Federal  requirements,  as 
set  forth  in  this  part  (particularly  Sub¬ 
part  E  of  this  section) . 

(20  U.S.C.  1071,  1078,  1078a,  1082,  1087) 

§  177.4  Federal  Insured  .Student  I.nan 
Program  (FISLP). 

(a)  The  Commissioner  provides  a  pro¬ 
gram  of  Federal  student  loan  insurance 
(FISLP)  for  certain  circumstances  in 
which  students  or  lenders  do  not  have 
reasonable  access  to  a  guarantee  agency 
program.  (Subpart  F  of  this  Part) .  The 
specific  conditions  under  which  this  pro¬ 
gram  operates  are  set  forth  in  §  177.51. 
In  general,  however,  in  a  State  where 
there  is  no  guarantee  agency  program, 
the  FISLP  is  available  to  all  eligible  lend¬ 
ers  in  that  State  and  for  loans  to  all 
eligible  students  that  such  lenders  are 
willing  to  assist,  regardless  of  the  resi¬ 
dence  of  the  students.  In  a  State  where 
there  is  a  guarantee  agency  program,  the 
FISLP  is,  in  general,  available  to  lend¬ 
ers  in  the  State  only  for  loans  to  students 
attending  schools  not  having  access  to 
the  guarantee  agency  program  or  to  stu¬ 
dents  who,  on  account  of  their  residence, 
do  not  have  access  to  such  program.  The 
FISLP  is  also  available,  as  set  forth  in 
§  177.51,  for  all  of  the  loans  made  by  a 
lender  who  satisfies  the  Commissioner 
that,  by  reason  of  the  residence  of  its 
Intended  borrowers,  it  will  not  have  ac¬ 
cess  to  any  single  guarantee  agency  pro¬ 
gram  which  will  insure  substantially  all 
of  the  loans  It  intends  to  make. 

(b)  Loans  made  under  the  FISLP  may 
qualify  for  payment  of  Federal  Interest 
benefits  (§  177.21)  and  srteclal  allow¬ 


ances  (§  177.23).  The  Commissioner  will 
also  discharge  a  borrower’s  liability  on 
a  loan  in  the  event  of  a  borrower’s  death 
or  total  and  permanent  disability 
(§  177.24). 

(c)  In  order  to  qualify  for  Federal  in¬ 
surance  and  the  benefits  set  forth  in  par¬ 
agraph  (b)  of  this  section,  lenders  must 
meet  certain  Federal  requirements,  as  set 
forth  in  the  law  and  this  part  (particu¬ 
larly  Subpart  F  of  this  Part) . 

(20  U.S.C.  1071  to  1087-1) 

§  177.3  .Applirubilitv  siilipart.-  in  Part 
177. 

Loans  made  under  student  loan  insur¬ 
ance  programs  of  State  and  private  non¬ 
profit  guarantee  agencies  are  subject  to 
the  provisions  of  Subparts  A,  B,  C,  D,  G, 
and  H  of  this  Part.  Loans  made  under  di¬ 
rect  State  loan  programs  are  subject  to 
the  provisions  of  Subparts  A,  B,  C,  E,  G, 
and  H  of  this  Part.  Loans  mftde  under  the 
Federal  Insured  Student  Loan  Program 
are  subject  to  the  provisions  of  Subparts 
A,  B,  C,  F,  G,  and  H  of  this  Part.  Educa¬ 
tional  institutions  which  make  loans  or 
whose  students  have  received  loans 
under  any  of  these  programs  are  also 
subject  to  the  provisions  of  Subpart  G 
and  H.  Lenders  which  make  or  hold 
loans  under  the  Federal  Insured  Student 
Loan  Program  are  also  subject  to  the 
provisions  of  Subpart  H  of  this  Part. 

(20  U.S.C.  1071  to  1087-1) 

Subpart  B — General  Provisions 
§  177.11  Definitions. 

As  used  in  this  part: 

(a)  “Academic  year’’  means  a  p>eriod 
of  time,  typically  8  or  9  months,  in  which 
a  full-time  student  would  normally  be 
expected  to  complete  two  semesters,  two 
trimesters,  three  quarters,  900  clock 
hours  of  instruction,  or  its  equivalent. 
Eighteen  months  shall  be  considered  the 
equivalent  of  an  academic  year  with  re¬ 
gard  to  a  program  offered  by  correspond¬ 
ence. 

(b)  “Default’’  means  the  failure  of  a 
student  borrower  to  make  an  installment 
payment  when  due,  or  to  comply  with 
other  terms  of  the  note  or  other  writtoi 
agreement  evidencing  a  loan  under  cir¬ 
cumstances  where  the  Commissioner  (or 
the  pertinent  guarantee  agency)  finds 
it  reasonable  to  conclude  that  the  bor¬ 
rower  no  longer  intends  to  honor  his 
obligation  to  repay,  where  such  failure 
persists  (i.e.,  is  not  ciu'ed  either  by  pay¬ 
ment  or  other  appropriate  arrange¬ 
ments)  in  the  case  of  a  loan  repayable 
in  monthly  installments  for  120  days,  or 
in  the  case  of  a  loan  repayable  in  less 
frequent  installments  for  180  days. 

(c)  “Disbursement”  of  a  loan  means 
the  transfer  by  a  lender  of  loan  proceeds 
to  the  student  borrower.  Where  the  par¬ 
ticipating  institution  is  the  lender,  the 
term  ^o  means  a  credit  to  the  student 
borrower’s  accoimt  with  the  Institution 
together  with  contemporaneous  written 
notice  to  the  student  borrower  that  such 
a  credit  is  being  made. 

(d)  “Eligible  institution”  or  “institu¬ 
tion”  means  (1)  an  institution  of  higher 
education.  (2)  a  v(x;atloiial  school,  or 
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(3)  with  respect  to  students  who  are  na¬ 
tionals  of  the  United  States,  an  institu¬ 
tion  outside  the  States  which  is  compara¬ 
ble  to  an  institution  of  higher  education 
or  to  a  vocational  school  and  which  has 
been  approved  by  the  Commissioner  for 
purposes  of  this  part.  In  cases  where  the 
Commissioner  does  not  determine  the 
entire  institution  to  be  eligible,  the  term 
includes  only  those  individual  units  or 
programs  wthin  an  institution  which 
have  been  determined  by  the  Commis¬ 
sioner  to  meet  all  the  requirements  for 
institutional  eligibility  pursuant  to  para¬ 
graphs  (1)  or  (t)  of  this  section. 

(e)  “Eligible  lender”  means  (1)  a  fi¬ 
nancial  or  credit  institution  (including  a 
bank,  a  savings  and  loan  association,  or 
a  cr^it  union)  which  is  subject  to  ex¬ 
amination  and  supervision  in  its  capacity 
as  a  lender  by  an  agency  of  the  United 
States  or  of  the  State  in  which  it  has  its 
principal  place  of  business,  or  (2)  a  pen¬ 
sion  fimd  approved  by  the  Commissioner 
for  this  purpose,  an  insurance  company 
which  is  subject  to  examination  and  su¬ 
pervision  by  an  agency  of  the  United 
States  or  of  the  State  in  which  it  has  its 
principal  place  of  business,  an  institution 
of  higher  education,  a  vocational  school, 
or  an  agency  or  instrumentality  of  a 
State. 

(f)  [Reserved] 

(g)  “Full-time,”  with  reference  to  a 
student’s  academic  workload  means  that 
the  student  is  carrying  a  sufficient  num¬ 
ber  of  credit  hours,  clock  hours,  or  their 
equivalent  to  secure  the  degree  or  cer¬ 
tificate  toward  which  he  is  working  in 
no  more  than  the  number  of  semesters, 
terms,  or  clock  hoiurs  normally  taken 
therefor  at  the  institution  in  which  he 
is  enrolled.  The  student’s  workload  may 
include  any  combination  of  courses,  work 
experience,  research,  or  special  studies 
(Whether  or  not  for  credit  but  not  in¬ 
cluding  study  by  correspondence)  which 
the  institution  considers  sufficient  to 
classify  the  student  as  a  full-time  stu¬ 
dent,  but  in  the  case  of  a  student  en¬ 
rolled  in  a  vocational  school,  not  less 
than  25  clock  hours  per  week  or  14 
semester  or  quarter  hours  of  instruction, 
or  its  equivalent. 

(h)  “Graduate  or  professional  student” 
means  a  student  who  is  enrolled  in  an 
academic  program  of  instruction  beyond 
the  undergraduate  level  which  is  pro¬ 
vided  at  an  institution  of  higher  educa¬ 
tion.  Such  an  academic  program  may 
include  any  portion  of  a  program  leading 
to  (1)  a  first  professional  degree,  when 
the  equivalent  of  at  least  3  years  of  full¬ 
time  study  at  an  institution  of  higher 
education  is  required  for  entrance  into 
the  program,  or  (2)  a  degree  beyond  the 
bachelor’s  or  first  professional  degree. 

(i)  “Guaranty  agency”  means  a  State 
agency  or  private  nonprofit  institution  or 
organization  which  administers  a  student 
loan  insurance  program. 

(j)  “Half-time,”  with  reference  to  a 
student’s  academic  workload,  means  that 
the  student  is  carrying  at  least  one-half 
of  the  noimial  full-time  workload  as  de¬ 
termined  by  the  institution  in  which  he 
is  enrolled,  provided  that  any  student 


enrolled  in  an  eligible  program  of  study 
by  correspondence  shall  be  considered  a 
half-time  student. 

(k)  “Holder”  includes,  with  reference 
to  a  loan  covered  by  this  part,  an  eligible 
lender  or  the  Student  Loan  Marketing 
Association,  but  not  a  guarantee  agency 
with  respect  to  loans  Insured  by  it. 

(l)  “Institution  of  higher  education” 
means  an  educational  institution  in  any 
State  which  (1)  ^mits  as  regular  stu¬ 
dents  only  persons  having  a  certificate  of 
graduation  from  a  school  providing  sec¬ 
ondary  education,  or  the  recognized 
equivalent  of  such  certificate,  and  does 
not  admit  more  than  a  small  proportion 
of  persons  not  having  such  a  certificate 
or  its  equivalent,  (2)  is  legally  au¬ 
thorized  within  such  State  to  provide  a 
program  of  education  beyond  secondary 
education,  (3)  provides  an  educational 
program  for  which  it  awards  a  bachelor’s 
degree  or  provides  not  less  than  a  2-year 
program  which  is  acceptable  for  full 
credit  toward  such  a  degree,  (4)  is  a 
public  or  other  nonprofit  institution,  and 
(5)  is  accredited  by  a  nationally  recog¬ 
nized  accrediting  agency  or  association 
approved  by  the  Commissioner  for  this 
purpose  or,  if  not  so  accredited,  (i)  is  an 
institution  with  respect  to  which  the 
Commissioner  has  determmed  that  there 
is  satisfactory  assurance,  considering  the 
resources  available  to  the  institution,  the 
period  of  time,  if  any,  during  which  it 
has  operated,  the  effort  it  is  making  to 
meet  accreditation  standards,  and  the 
purpose  for  which  this  determination  Ls 
being  made,  that  the  institution  will  meet 
the  accreditation  standards  of  such  an 
agency  or  association  within  a  reasonable 
time,  or  (ii)  is  an  institution  whose  cred¬ 
its  are  accepted  on  transfer  by  not  less 
than  three  institutions  which  are  so  ac¬ 
credited,  for  credit  on  the  same  basis  as 
if  transferred  from  an  institution  so  ac¬ 
credited.  Such  term  includes  any  school 
which  provides  not  less  than  a  1-year 
program  of  training  to  prepare  students 
for  gainful  employment  in  a  recognized 
occupation  and  which  meets  the  provi¬ 
sions  of  subparagraphs  (1),  (2),  (4),  and 
(5)  of  this  paragraph.  If  the  Commis¬ 
sioner  determines  that  a  particular  cat¬ 
egory  of  such  schools  does  not  meet  the 
section  because  there  is  no  nationally 
recognized  accrediting  agency  or  associa¬ 
tion  qualified  to  accredit  schools  in  such 
category,  he  shall,  pending  the  estab¬ 
lishment  of  such  an  accrediting  agency 
or  association,  appoint  an  advisory  com¬ 
mittee,  composed  of  persons  specially 
qualified  to  evaluate  training  provided 
by  schools  in  such  category,  which  shall 
(A)  prescribe  the  standards  of  content, 
scope,  and  quality  which  must  be  met  in 
order  to  qualify  schools  in  such  category 
to  participate  in  the  programs  covered  by 
this  part,  and  (B)  determine  whether 
particular  schools  not  meeting  the  re¬ 
quirements  of  paragraph  (1)  (5)  of  this 
section  meet  those  standards.  For  pur¬ 
poses  of  this  paragraph,  the  Commis¬ 
sioner  shall  publish  a  list  of  nationally 
recognized  accrediting  agencies  or  as¬ 
sociations  which  he  determines  to  be  re¬ 
liable  authority  as  to  the  quality  of  train¬ 
ing  offered. 


(m)  "Internal  Revenue  Code"  means 
the  Internal  Revenue  Code  of  1954,  as 
amended  (title  26,  United  States  Code) . 

(n)  “Line  of  credit”  means  an  arrange¬ 
ment  or  agreement  between  the  lender 
and  the  borrower  whereby  a  loan  is  paid 
out  by  the  lender  to  the  borrower  in  an¬ 
nual  installments,  or  whereby  the  lend¬ 
er  agrees  to  make,  in  addition  to  the 
initial  loan,  additional  loans  in  subse¬ 
quent  years. 

(o)  “Matriculate”  means  that  a  stu¬ 
dent  has  completed  all  the  requisite  steps 
in  the  enrollment  and  registration  proc¬ 
ess  and  has  commenced  the  attendance 
period.  In  the  case  of  a  program  of  study 
by  correspondence,  the  student  shall  be 
deemed  to  have  commenced  attendance 
only  by  the  submission  of  one  lesson, 
completed  by  him  after  his  acceptance 
for  enrollment  and  without  the  assist¬ 
ance  of  sales  or  admissions  personnel  or 
agents  of  the  eligible  institution. 

(p)  “Participating  institution”  mean.s 
an  eligible  institution  which  has  entered 
into  an  agreement  with  the  Commission¬ 
er  pursuant  to  the  provisions  of  §  177.71. 

(q)  “State”  includes,  in  addition  to  the 
several  States  of  the  Union,  the  Com¬ 
monwealth  of  Puerto  Rico,  the  District  of 
Columbia,  Guam,  American  Samoa,  the 
Virgin  Islands,  and  the  Trust  Territory 
of  the  Pacific  Islands. 

(r)  “Student”  means  a  person  who 
'  D  is  a  national  of  the  United  States,  is 
in  the  United  States  for  other  than  a 
temporary  purpose  and  intends  to  be¬ 
come  a  permanent  resident  thereof,  or  is 
a  permanent  resident  of  the  ’Trust  Terri¬ 
tory  of  the  Pacific  Islands  (except  that  a 
student  attending  an  institution  outside 
the  States  must  be  a  national  of  the 
United  States) ;  (2)  has  a  certificate  of 
graduation  from  a  school  providing  sec¬ 
ondary  education  or  the  recognized 
equivalent  of  such  certificate  or,  in  the 
case  of  a  vocational  school  student,  at¬ 
tends  neither  elementary  nor  secondary 
school,  is  beyond  the  age  of  compulsory 
school  attendance  in  the  jurisdiction 
where  he  lives,  and  has  demonstrated 
the  ability  to  benefit  from  the  training 
offered  by  such  vocational  school  pur¬ 
suant  to  the  provisions  of  §  177.75;  (3)  is 
enrolled  at  an  eligible  institution  and  in 
good  standing  (as  determined  by  the  in¬ 
stitution)  or  has  been  accepted  for  en¬ 
rollment  at  an  eligible  institution;  *4) 
plans  to  carry  or  is  carrying,  during  the 
period  for  which  the  loan  is  intended,  at 
least  one-half  the  normal  full-time 
workload  as  determined  by  the  institu¬ 
tion;  (5)  if  enrolled  in  a  program  of 
study  by  correspondence,  plans  to  engage 
or  is  engaging  in  an  average  of  at  least 
12  hours  of  preparation  per  week  over 
any  12  week  period  during  which  he  is  so 
enrolled,  and  (6)  if  enrolled  in  a  flight 
school  program  at  a  vocational  school  or 
institution  of  higher  education,  plans  to 
pursue  or  is  pursuing  a  full-time  pro¬ 
gram  leading  to  commercial  flight  rat¬ 
ings,  has  completed  ground  school  train¬ 
ing  or  is  taking  it  concurrently  with 
flight  training,  holds  a  private  pilot’s 
certificate  (or  has  sufficient  flight  hours 
to  qualify  for  such  certiflcate) ,  and  holds 
at  least  a  CHass-n  medical  certiflcate. 
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Tills  term  also  includes  a  person  who 
does  not  have  a  certificate  required  by 
paragraph  (r)  (2)  of  this  section,  but 
otherwise  meets  the  requirements  of  this 
paragraph  and  has  been  admitted  by  an 
institution  of  higher  education  which 
admits  a  small  proportion  of  such  per¬ 
sons. 

(s)  “Totally  and  permanently  dis¬ 
abled’’  means  unable  to  engage  in  any 
substantial  gainful  activity  because  of 
a  medically  determinable  impairment, 
which  impairment  is  expected  to  con¬ 
tinue  for  a  long  and  indefinite  period  of 
time,  or  to  result  in  death. 

(t)  “Vocational  school”  means  a  busi¬ 
ness  or  trade  school,  technical  institution 
or  other  technical  or  vocational  school  in 
any  State  which  (1)  admits  as  regular 
students  only  persons  who  have  com¬ 
pleted  or  left  elementary  or  secondary 
school  and  who  have  demonstrated  the 
ability  to  benefit  from  the  training  of¬ 
fered  by  such  institution  pursuant  to  the 
provisions  of  §  177.75;  (2)  is  legally  au¬ 
thorized  to  provide,  and  provides  within 
that  State,  a  program  of  postsecondary 
vocational  or  technical  education  which 

(i)  is  designed  to  provide  occupational 
skills  more  advanced  than  those  gen¬ 
erally  provided  at  the  high  school  level 
and  to  fit  individuals  for  useful  employ¬ 
ment  in  recognized  occupations,  (ii) 
provides  no  less  than  300  clock  hours  of 
classroom  instruction  or  its  equivalent 
or,  in  the  case  of  a  program  offered  by 
correspondence,  requires  not  less  than  an 
average  of  12  hoxirs  of  preparation  per 
week  over  any  12  week  period  and  com¬ 
pletion  is  not  less  than  6  months,  and 
(iii)  in  the  case  of  a  flight  school  pro¬ 
gram.  maintains  current  valid  certifica¬ 
tion  by  the  Federal  Aviation  Adminis¬ 
tration  and  is  approved  for  veterans’ 
training  su;cording  to  procedures  estab¬ 
lished  by  the  Veterans  Administration; 
(3)  has  been  in  existence  for  2  years  or 
has  been  specially  determined  by  the 
Commissioner  pursuant  to  regulation  to 
be  an  institution  meeting  the  other  re¬ 
quirements  of  this  paragraph  and  to  be 
eligible  to  participate  in  progranis  imder 
this  part;  and  (4)  (1)  is  accredited  by  a 
nationally  recognized  accrediting  agency 
or  association  recognized  by  the  Com¬ 
missioner  for  this  purpose,  or  (ii)  in  the 
case  of  a  public  institution  offering 
postsecondary  vocational  education,  is 
approved  by  a  State  approval  agency  rec¬ 
ognized  by  the  Commissioner  for  this 
purpose,  or  (iii)  if  the  Commissioner  de¬ 
termines 'that  there  is  no  nationally  rec¬ 
ognized  accrediting  agency  or  association 
qualified  to  accredit  institutions  of  the 
particular  category  encompassing  such 
institution,  is  approved  by  a  State  ap¬ 
proval  agency  recognized  by  the  Com¬ 
missioner  for  this  purpose,  or  (iv)  if  the 
Commissioner  determines  that  there  is 
no  nationally  recognized  accrediting 
agency  or  association  or  State  approval 
agency  qualified  to  accredit  or  approve 
institutions  of  the  particular  category 
encompassing  such  institutions,  is  ap¬ 
proved  by  the  Commissioner’s  Advisory 
Committee  on  Accreditation  and  Insti¬ 
tutional  Eligibility,  pursuant  to  stand¬ 
ards  of  content,  scope,  and  quality  pre¬ 


scribed  by  the  committee  for  that  pur¬ 
pose.  An  institution  which  has  been  ap¬ 
proved  pursuant  to  paragraph  (t)  (4) 
(iv)  of  this  section  must,  in  order  to  re- 
mam  an  eligible  institution,  become  ac¬ 
credited  within  3  years  after  the  Com¬ 
missioner  has  designated  a  nationally 
recognized  accrediting  or  State  approval 
agency  for  the  particular  category  of  m- 
stitutions  which  encompasses  such  insti¬ 
tution.  For  the  purpose  of  this  paragraph, 
the  Commissioner  shall  publish  a  list  of 
nationally  recognized  accrediting  agen¬ 
cies  or  associations  and  State  approval 
agencies  which  he  has  determined  to  be 
reliable  authority  as  to  the  quality  of 
education  or  traming  afforded. 

(20  UA.C.  1080,  1082,  1085,  1087,  1087-2, 
1088,  1088a,  1141.) 

§  177.12  Permissihlo  t-harges  lo  slu- 
dent!«. 

(a)  Interest.  (1)  (i)  The  maximum  rate 
of  mterest  on  the  impaid  prmcipal  bal¬ 
ance  of  any  loan  covered  by  this  part 
may  not  exceed  6  percent  mterest  per 
year  with  respect  to  loans  made  prior  to 
August  3,  1968,  and  7  percent  mterest 
per  year  on  loans  made  thereafter,  cal¬ 
culated  from  the  date  of  disbursement  of 
funds  by  the  lender  to  the  borrower,  ex¬ 
clusive  of  any  premium  for  msurance.  A 
student  borrower  shall  not  be  liable  for 
any  portion  of  the  interest  on  a  loan 
which  is  payable  by  the  Commissioner. 

(ii)  Compounding.  In  determinmg  the 
unpaid  prmcipal  balance  of  a  loan  made 
under  this  part  for  purposes  of  Federal 
mterest  benefits  under  §  177.21  and  the 
special  allowance  under  §  177.23,  a  lender 
may  not  mclude  mterest  which  has  ac¬ 
crued  on  the  loan  or  (m  the  case  of  a 
loan  made  under  Subpart  D  of  this  Part) 
on  unpaid  insurance  premimns.  In  deter- 
mmmg  the  unpaid  prmcipal  balance  of  a 
loan  made  under  Subpart  D  of  this  Part 
for  purposes  of  Federal  reinsiurance  un¬ 
der  §  177.35,  a  guarantee  agency  may  not 
include  mterest  which  has  accrued  on 
the  loan  or  on  impaid  insurance  premi- 
luns.  On  a  loan  made  under  Subpart  F 
of  this  Part,  for  purposes  of  the  borrow¬ 
er’s  liability  to  a  lender  (and  thus  for 
purp>oses  of  determinmg  the  amount  of 
the  lender’s  loss  on  a  default,  death,  or 
total  and  permanent  disability  claim  un¬ 
der  §  177.65) ,  the  lender  may  not  charge 
mterest  on  accrued  interest  except  as 
authorized  m  S  177.58(g)  or  on  mterest 
which  accrues  durmg  a  period  of  author¬ 
ized  deferment  under  §  177.58(f). 

(2)  In  no  event  may  a  lender’s  method 
of  computmg  mterest  result  m  an  actual 
rate  in  excess  of  the  allowable  maxi¬ 
mum  rate  of  mterest.  The  lender  may  Use 
(i)  the  “Approximate  Time-Ordmary  In¬ 
terest”  method,  or  (ii)  the  “Exact  Time- 
Exact  Interest”  method.  Use  of  the 
“Banker’s  Rule”  (“Exact  Time-Ordinary 
Interest”)  is  prohibited  because  this 
method  results  m  an  actual  rate  in  ex¬ 
cess  of  the  allowable  maximum  rate  of 
mtefest. 

(b)  Insurance  premiums.  (1)  The 
maximum  rate  for  msurance  premiums 
which  may  be  charged  the  lender  and 
passed  on  to  the  borrower  may  not  ex¬ 


ceed,  m  the  case  of  loans  insured  under 
State  and  private  nonprofit  loan  msur¬ 
ance  programs,  the  equivalent  of  1  per¬ 
cent  per  year  of  the  unpaid  prmcipal  bal¬ 
ance  of  the  loan  (excludmg  interest  or 
or  other  charges  which  may  have  been 
added  to  prmcipal),  or  m  the  case  of 
federally  insured  loans  one-foiu'th  per¬ 
cent  per  year  of  the  unpaid  prmcipal 
balance  of  the  loan  (excluding  mterest 
or  other  charges  which  may  have  been 
added  to  prmcipal).  The  term  “msur¬ 
ance  premium”  covers  only  those  charges 
made  by  the  guarantee  agency  or  the 
Commissioner  to  be  used  to  underwrite 
loans  and  to  cover  costs  mcurred  m  the 
administration  of  the  applicable  loan  m- 
surance  program.  Such  premiums  may 
not  be  retamed  by  the  lender  to  cover 
the  costs  of  making  a  loan  or  for  any 
other  purpose. 

(2)  Insurance  premiums  on  a  federally 
insured  loan  shall  be  paid  by  the  lender 
to  the  Commissioner,  and  may  be  col¬ 
lected  by  the  lender  from  the  borrower, 
when  the  loan  is  disbursed,  m  accord¬ 
ance  with  instructions  Issued  by  the 
Commissioner.  Such  premiums  shall  cov¬ 
er  the  period  from  the  date  of  disburse¬ 
ment  of  the  loan  until  one  year  after  the 
date  on  which  the  borrower  mdlcates,  at 
the  time  he  applies  for  the  loan,  he  will 
be  graduatmg  from  the  educational  in¬ 
stitution  which  he  will  be  attendmg  dur¬ 
mg  the  period  for  which  the  loan  is 
sought.  Such  premiums  shall  not  be  re¬ 
fundable  by  the  Commissioner,  and  need 
not  be  refunded  by  the  lender  to  the  bor¬ 
rower,  even  if  the  borrower  graduates  or 
withdraws  from  the  educational  institu¬ 
tion,  or  defaults,  dies,  or  becomes  totally 
and  permanently  disabled,  prior  to  such 
anticipated  graduation  date. 

(3)  If  a  State  or  private  nonprofit  loan 
insurance  program  permits  insurance 
premliuns  to  be  collected  by  the  lender 
from  the  borrower  of  a  loan  guaranteed 
by  such  program  for  a  period  extendmg 
no  later  than  1  year  after  the  borrower’s 
anticipated  graduation  date,  as  defined 
m  paragraph  (b)  (2)  of  this  section,  such 
premiums  need  not  be  refunded  by  the 
lender  to  the  borrower,  tmder  the  cir¬ 
cumstances  specified  m  paragraph  (b) 
(2)  of  this  section,  if  the  State  or  private 
program  does  not  require  that  such  re¬ 
funds  be  made.  However,  if  the  State  or 
private  nonprofit  loan  insurance  pro¬ 
gram  permits  msurance  premiums  to  be 
•collected  by  the  lender  from  the  bor¬ 
rower,  m  advance,  for  a  period  extending 
beyond  1  year  after  such  anticipated 
graduation  date,  insurance  premiums 
collected  from  the  borrower  must  be  re¬ 
funded  to  the  borrower  as  follows: 

(i)  In  the  event  of  the  borrower’s 
graduation  or  withdrawal  from  school 
before  his  anticipated  graduation  date, 
the  amoimt  of  any  insurance  premiums 
attributable  to  the  repayment  period 
shall  be  re-computed  so  as  to  take  mto 
account  the  decUnmg  unpaid  principal 
balance  of  the  loan,  and  any  refunds  due 
the  borrower  as  a  result  of  such  com¬ 
putation  shall  be  treated  as  a  prepay¬ 
ment  of  insurance  premiums  for  later 
periods,  if  any  such  premiums  will  be 
required,  or  as  a  repayment  of  prmcipal. 
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(®  In  the  event  of  the  borrower’s  de¬ 
fault.  the  amount  of  any  insurance  pre¬ 
miums  attributable  to  subsequent  periods 
shall  be  credited  first  against  accrued 
Interest  and  then  against  the  impald 
principal  balance  of  the  loan. 

(ili)  In  the  event  of  the  borrower’s 
prepayment  of  the  entire  unpaid  prin¬ 
cipal  balance  of  the  loan,  the  amount  of 
any  insurance  premiums  attributable  to 
subsequ^t  periods  of  2  years  or  more 
shall  be  refunded  to  the  borrower. 

(c)  Late  charges.  Notes  evidencing 
loans  covered  by  this  part  may  provide 
for  the  assessment  of  a  charge  for  failure 
of  the  borrower  to  pay  all  or  any  part 
of  an  installment  within  10  days  after  its 
due  date  or,  by  that  time,  to  file  satis¬ 
factory  evidence  of  entitlement  to  defer¬ 
ment  of  such  Installment  imder  §  177.33, 

S  177.42,  or  §  177.58.  The  amoimt  of  such 
charge  may  not  exceed  5  cents  for  each 
dollar  of  each  Installment  due  or  $5  for 
each  installment,  whichever  is  less. 

(d)  Other  charges.  The  note  evidenc¬ 
ing  a  loan  covered  by  this  part  may  also 
provide  for  the  pasmient  of  reasonable 
attorney’s  fees.  Other  reasonable  costs 
necessary  for  the  collection  of  any 
amount  not  paid  when  due  may  be 
charged  the  borrower  by  thejiolder  but 
may  not  Include  normal  costs  associated 
with  preparing  letters  and  local  tele¬ 
phone  calls  to,  and  making  personal  con¬ 
tacts  with,  delinquent  borrowers.  Per¬ 
missible  collection  charges  to  the  delin¬ 
quent  borrower  may  include  reasonable 
amounts  expended  by  the  holder  for  tele¬ 
grams  and  long  distance  telephone  calls. 
However,  to  the  extent  that  it  exceeds 
such  permissible  charges,  a  commercial 
collection  agency’s  fee  for  the  collection 
of  a  loan  or  a  service  agency’s  fees  for 
servicing  loans,  including  collection  ac¬ 
tivities,  may  not  be  passed  on  to  a  bor¬ 
rower,  directly  or  indirectly.  No  charges 
other  than  those  authorized  by  this  sec¬ 
tion  may  be  assessed  or  passed  on  to  the 
borrower,  directly  or  indirectly. 

(e)  In  no  event  may  the  costs  of  mak¬ 
ing  a  loan  under  this  part  (except  those 
specifically  provided  for  in  this  section) 
be  passed  on  (in  the  form  of  higher  tui¬ 
tion  charges  or  otherwise)  to  the 
borrower. 

(20  U.S.C.  1077, 1078,  1078a,  1079,  1082.) 
§177.13  Prohibited  transactions. 

No  points,  premiums.  Inducements,  or 
additional  interests  of  any  kind  may  be 
paid  or  otherwise  extended  to  any  eligi¬ 
ble  lender  or  other  party  in  order  to 
secure  funds  for  making  loans  under  this 
part  or  to  Induce  an  eligible  lender  to 
make  loans  to  the  students  of  a  particu¬ 
lar  institution  or  any  particular  category 
of  students.  Except  in  circmnstances  ap- 
provfed  by  the  Commissioner,  notes  (or 
any  interest  in  notes)  evidencing  loans 
made  by  an  educational  institution  (or 
made  to  students  at  an  educational  in¬ 
stitution  by  an  eligible  lender  having 
common  ownership  with  that  educational 
institution)  shall  not  be  sold  or  otherwise 
transferred  at  discoimt.  An  eligible  in¬ 
stitution  may  not  pledge  a  loan  covered 
by  this  part  as  security  for  a  loan  bear¬ 
ing  aggregate  Interest  and  other  charges 


in  excess  of  the  sum  of  the  maximum 
rate  of  interest  authorized  by  §  177.12(a) 
plus  the  rate  of  the  then  most  recently 
prescribed  special  allowance  under 
§  177.23.  These  prohibitions  apply  to  any 
eligible  institution  or  eligible  lender 
which  would  be  a  party  to  the  proscribed 
tramactions.  This  section  shall  not  pre¬ 
clude  a  purchaser  of  loans  made  by  an 
educational  institution  from  obtaining  a 
warranty  from  the  seller  of  such  loans 
covering  future  reductions  by  the  Com¬ 
missioner,  in  computing  the  amount  of 
insurable  loss,  if  any,,  on  default  claims 
filed  on  such  loans,  where  such  reduc¬ 
tions  are  attributable  to  an  act  or  failiue 
to  act  of  the  seller  or  previous  holder  (in 
matters  other  than  those  for  which  a 
purchaser  is  charged  with  responsibility 
under  this  part,  such  as  due  diligence  in 
collecting  loans  under  Subpart  P  of  this 
Part) . 

(20  U.S.C.  1082) 

§  177.14  Affidavit. 

(a)  No  loan  or  loan  guarantee  may  be 
made  under  this  part  unless  the  student 
to  whom  it  is  made  has  filed  with  the 
lender  an  affidavit,  on  a  form  provided 
or  approved  by  the  Commissioner,  stat¬ 
ing  that  toe  money  attributable  to  such 
loan  or  loan  guarantee  will  be  used  solely 
for  expenses  related  to  attendance  at  the 
eligible  institution  which  the  student  in¬ 
tends  to  attend  or  is  attending. 

(b)  The  students  must  sign  the  affi¬ 
davit  in  toe  presence  of  a  notary  or  other 
person  who  is  legally  authorized  totid- 
minister  oaths  or  affirmations  and  who 
does  not  take  part  in  the  recruiting  of 
students  for  enrollment  at  the  eligible 
institution  which  the  student  intends  to 
attend  or  is  attending.  The  notary  or 
other  person  must  enter  his  signature 
and,  as  applicable,  his  seal  or  stamp  on 
the  affidavit  form. 

(c)  The  affidavit  must  be  filed  with 
the  lender  before  the  lender  may  apply 
for  Federal  Insurance  or  a  guarantee 
from  a  State  or  private  nonprofit  guar¬ 
antee  agency  or,  where  toe  lender  op¬ 
erates  a  direct  State  loan  program,  be¬ 
fore  the  loan  for  which  the  student  is 
applsing  may  be  made.  The  lender  must 
retain  a  copy  of  toe  affidavit  in  accord¬ 
ance  with  S  177.36,  S  177.43,  or  S  177.66. 
A  copy  of  the  affidavit  or  a  statement 
that  the  affidavit  has  been  filed  must  ac¬ 
company  toe  lender’s  application  for 
Federal  insurance  or  for  a  guarantee 
from  a  State  or  private  nonprofit  guar¬ 
antee  agency. 

(20  ITJ3.C.  1082,  1088g) 

§  177.15  Fonm. 

’The  Commissioner  may  prescribe  toe 
forms  on  which  transactions  involving 
loans  covered  by  this  part  must  be  car¬ 
ried  out.  He  may  also  prescribe  toe  par¬ 
ties  by  whom  such  forms  must  be  com¬ 
pleted.  the  parties  to  whom  they  must 
be  transmitted,  and  toe  times  at  which 
they  must  be  transmitted.  An  eligible 
institution  or  an  eligible  lender,  or  an 
agent  of  either,  may  not  ask  or  permit  a 
borrower  to  sign  in  blank  any  forms  used 
in  connection  with  loans  covered  by  this 


part,  nor  may  an  eligible  Institution  or 
an  eligible  lender  itself  sign  in  blank  any 
such  forms.  Any  form  submitted  to  toe 
Commissioner,  or  used  in  connection 
with  loans  covered  by  Subpart  F,  must 
identify  and  be  signed  by  any  agent  act¬ 
ing  on  behalf  of  a  principal.  Any  form 
used  in  connection  with  a  transfer  of 
loans  covered  by  Subpart  F  must,  in  ad¬ 
dition,  identify  and  be  signed  by  any 
third  party  which  completes  toe  form  or 
otherwise  facilities  the  transfer. 

(20  U.S.C.  1082) 

§  177.16  Trealnient  by  lenders  of  re¬ 
fund  aniounts  received  from  partici¬ 
pating  institution.^. 

(a)  A  holder  of  a  loan  made  under  this 
part  shall  treat  a  payment  received  from 
a  participating  institution  imder  §  177.73 
(e)  which  represents  toe  portion  of  a 
refund  from  toe  institution  to  a  student 
borrower  which  is  allocable  to  toe  loan 
as  a  downward  adjustment  in  the 
amount  of  the  loan. 

(b)  If  an  eligible  lender  receives  a 
payment  from  a  participating  institu¬ 
tion  under  §  177.73(e)  which  represents 
the  portion  of  a  refund  from  toe  insti¬ 
tution  to  a  student  borrower  which  is  al¬ 
locable  to  a  loan  made  or  previously  held 
by  the  lender  but  no  longer  held  by  such 
lender,  the  lender  shall  transmit  toe 
amount  of  that  payment  to  toe  party  to 
whom  it  transferred  or  assigned  toe  loan, 
together  with  an  explanation  as  to  its 
source.  The  lender  must  provide  con¬ 
temporaneous  written  notice  to  toe  bor¬ 
rower  of  toe  transmission  of  this  amount. 
(20  U.S.C.  1082) 

Subpart  C — Federal  Payments 
§177.21  Interest  benefits. 

(a)  Student  eligibility.  (DA  student  is 
eligible  for  payment  on  his  behalf  by  toe 
Commissioner,  to  toe  holder  of  his  loan, 
of  a  portion  of  toe  interest  on  the  loan 
(interest  benefits)  as  determined  under 
paragraph  (b)  of  this  section  if: 

(i)  toe  student  has  received  a  loan 
from  an  eligible  lender  under: 

(A)  a  State  or  nonprofit  private  guar¬ 
antee  agency  program  meeting  toe  re¬ 
quirements  of  Subpart  D, 

(B)  a  direct  State  loan  program  meet¬ 
ing  toe  requirements  of  Subpart  E,  or 

(C)  toe  program  of  Federal  loan  in¬ 
surance  provided  for  in  Subpart  F; 

(ii)  the  student  has  had  made  on  his 
behalf  the  statement  provided  for  in 
paragraph  (a)  (4)  of  this  section;  and 

(iii)  the  student’s  adjusted  family  in¬ 
come  is: 

(A)  less  than  $15,000  and  his  total 
loan  requests  for  an  academic  year  do 
not  exce^  $2,000;  or 

(B)  less  than  $15,000  and  his  total  loan 
requests  for  an  academic  year  exceed 
$2,000  and  he  has  had  made  on  his  be¬ 
half  a  determination  of  need  provided 
for  in  paragraph  (a)  (3)  of  this  section 
which  includes  a  recommendation  for  a 
loan  amount  for  an  academic  year  in 
excess  of  $2,000;  or 

(C)  equal  to  or  greater  than  $15,000 
and  the  student  has  had  made  on  his 
behalf  a  determination  of  need  provided 
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for  in  paragraph  <a)<3)  of  this  section 
which  includes  a  recommendation  for  a 
loan  in  the  amount  of  such  need. 

(2>  In  (M-der  for  a  student  who  meets 
the  conditions  described  in  paragraph 
ta>  (1)  (iii)  (B)  or  (a)  (1)  (iii)  (C)  to  be 
eligible  for  payment  on  his  behalf  by  the 
Commissioner  of  interest  benefits  on  his 
entire  loan,  the  loan  amount  must  not 
exceed  the  participating  institution’s 
recommendation  unless  the  basis  for  the 
lender’s  making  a  larger  loan  has  been 
reduced  to  WTiting  and  made  a  part  of 
the  lender’s  records,  provided  that  in  no 
case  may  a  lender  which,  is  also  the 
participating  Institution  make  a  loan 
qualifying  for  interest  benefits  in  an 
amount  in  excess  of  its  own  recom¬ 
mendation. 

(3)  (i)  The  determination  of  need  and 
the  amount  of  loans  recommended  by  a 
participating  institution  under  para¬ 
graph  (a)  (1)  (iii)  (B)  or  (a)  (1)  (iii)  (C> 
of  this  section  shall  be  made  prior  to  the 
making  of  a  loon,  by  a  responsible  officer 
of  the  participating  institution  which  the 
student  would  be  attending  during  the 
period  of  the  loan,  by  subtracting  from 
the  amount  estimated  by  such  institu¬ 
tion  to  be  the  cost  of  attendance  at  that 
institution  for  the  p>eriod  for  which  the 
loan  is  to  be  made,  the  expected  family 
contribution  with  respect  to  the  student 
plus  any  other  resources  or  student  aid 
that  the  institution  determines  to  be 
reasonably  available  to  the  student 
during  that  period. 

<ii)  For  the  purpose  of  this  paragraph 
the  “expected  family  contribution’’  shall 
mean  the  amount  which  a  student,  his 
parents,  and  his  spouse  may  be  realisti¬ 
cally  expected  to  contribute  toward  his 
postsecondary  education  for  that  aca¬ 
demic  period  to  be  covered  by  the  loan. 
The  determination  of  the  expected  family 
contribution  must  be  made  by  a  partici¬ 
pating  institution  through  the  use  of  a 
method,  embodying  uniformly  applicable 
standards  and  criteria,  which  takes  into 
accoimt  the  income,  assets  and  resources 
of  the  student,  and,  except  where  the 
conditions  set  forth  in  §  177.22(c)  are 
met,  the  income,  assets  and  resources  of 
the  student’s  parents  and  spouse.  Any 
method  used  under  an  agreement  be¬ 
tween  the  participating  institution  and 
the  Commissioner  in  connection  with  the 
administration  of  any  other  program  of 
Federal  financial  assistance  (except  that 
developed  for  the  Basic  Educational  Op¬ 
portunity  Grant  Program) ,  or  the  Alter¬ 
nate  Income  System,  the  American  Col¬ 
lege  Testing  Program  system,  the  College 
Scholarship  Service  system,  or  the  In¬ 
come  Tax  system,  will  meet  the  require¬ 
ments  of  this  paragraph.  Other  methods 
may  meet  the  requirements  of  this  para¬ 
graph  but  only  if,  except  as  provided  in 
paragraph  (a)  (3)  (iii)  of  this  section, 
they  produce  results  which  are,  on  the 
whole,  not  dissimilar  from  those  which 
would  be  produced  imder  any  of  the 
methods  specifically  authorized  by  this 
paragraph.  The  institution  should  make 
appropriate  adjustments  to  the  results 
reached  under  any  of  the  approved 
methods  {Provided,  That  it  documents 
the  basis  for  any  adjustments  in  its  files) 


if  necessary  in  order  to  consider  more  the  borrower,  his  family,  or  a  participat- 
meaningfiiUy  the  individual  circiun-  ing  institution  pursuant  to  paragraph 
stances  of  the  student  involved  and,  (a)  (4)  of  this  section,  except  that  a 
where  applicable,  his  parents  or  spouse,  lender  making  a  loan  vmder  the  Federal 
Information  about  the  generally  recog-  Insured  Student  Loan  Program  is  pre- 
nized  methods  of  needs  analysis  may  be  eluded  to  the  extent  set  forth  in  §  177.53 
obtained  from  State  or  private  nonprofit  (b)  from  relying  upon  certain  certifica- 
loan  guarantee  agencies,  the  regional  of-  tlons  by  an  educational  institution, 
fices  of  the  U.S.  Office  of  Education,  and  (6)  Nothing  in  this  section  requires  de- 
the  Office  of  Guaranteed  Student  Loans,  termination  of  need  for  a  loan  or  of  an 


U.S.  Office  of  Education,  Washington, 
D.C.  20202. 

(iii)  With  respect  to  a  student  whose 
parents’  income  need  not  be  considered 
imder  §  177.22(c)  in  computing  his  ad¬ 
justed  family  income,  an  eligible  institu¬ 
tion  may  determine  such  student’s  ex¬ 
pected  family  contribution  through  the 
use  of  a  method  which,  by  taking  into 
account  the  family  responsibilities  of  the 
student,  produces  results  dissimilar  from 
those  v/hich  would  be  produced  under 
any  of  the  methods  referred  to  in  para¬ 
graph  (a)  (3)  (ii)  of  this  section  which  do 
not  take  such  factors  into  account.  Such 
a  method  must  be  one  which  has  been 
promulgated  by  the  Commissioner  or 
which  produces  results  which  are,  mi  the 
whole,  not  dissimilar  from  those  which 
would  be  produced  under  any  method 
which  has  been  so  promulgated. 

(4)  To  have  interest  payments  made 
on  his  behalf,  a  student  shall  submit  to 
the  lender  a  statement,  in  such  form  as 
the  Commissioner  may  prescribe,  which 
shall  include: 

(i)  a  certification  by  a  participating 
institution  that  he  is  enrolled  and  in  good 
standing  (as  determined  by  the  institu¬ 
tion)  at  the  institution  or  has  been  ac¬ 
cepted  for  enrollment  and  is  carrying  or 
plans  to  carry,  during  the  period  for 
w’hich  the  loan  is  intended,  tlie  workload 
required  under  the  definition  of  “stu¬ 
dent”  in  §  177.11; 

(ii)  information  necessary  to  deter¬ 
mine,  under  §  177.22,  his  adjusted  family 
income ; 

(Iii)  a  statMnent  from  the  participat¬ 
ing  institution  which  sets  forth  for  the 
period  for  which  the  loan  is  sought: 

(A)  the  student’s  estimated  cost  of  at¬ 
tendance  (tuition  and  fees  applicable  to 
the  student  together  with  the  institu¬ 
tion’s  estimate  of  other  expenses  reason¬ 
ably  related  to  attendance  at  the  insti¬ 
tution,  Including,  but  not  limited  to,  the 
cost  of  room  and  board,  reasonable 
transportation  or  commuting  costs  (but 
not  both)  and  costs  for  books) ;  and 

(B)  the  student’s  estimated  financial 
assistance  (the  amount  of  assistance  the 
student  will  receive  under  other  federally 
supported  financial  aid  programs  plus 
other  scholarship,  grant  or  loan  assist¬ 
ance)  ; 

(iv)  if  required  under  paragraph  (a) 
(l)(ili)(B)  or  (a)(l)(lii)(C),  a  state¬ 
ment  from  the  participating  institution 
containng  the  approprate  determination 
and  recommendalon;  and 

V)  information  concerning  other  loans 
which  have  been  made  to  him  under  pro¬ 
grams  covered  by  this  part. 

(5)  A  lender  making  a  loan  under  this 
part  may.  If  acting  in  good  faith  and  in 
the  absence  of  information  to  the  con¬ 
trary,  rely  upon  statements  submitted  by 


expected  family  contribution  or  of  ad¬ 
justed  family  income  with  respect  to  the 
making  or  insuring  of  any  loan  covered 
by  this  part  if  no  application  for  Federal 
interest  benefits  is  made. 

(b)  Payment  of  interest  benefits.  (1) 
After  a  loan  is  disbursed  to  a  student 
eligible  for  interest  benefits  under  para¬ 
graph  (a)  of  this  section,  periodic  reports 
shall  be  submitted  to  the  Commissioner 
by  the  holder  in  such  form  as  the  Com¬ 
missioner  may  require.  On  the  basis  of 
these  reports,  the  Commissioner  will 
make  payments  of  interest  to  the  holder 
on  behalf  of  the  student. 

(2)  Payment  of  interest  benefits  on 
behalf  of  eligible  students  shall  be  lim¬ 
ited  to: 

(i)  The  total  amount  of  the  interest 
on  the  unpaid  principal  amount  of  each 
loan  which  accrues  under  §  177.12(a) , 
prior  to  the  beginning  of  tJie  repayment 
period  of  that  loan  (as  distinguished 
from  the  date  repayment  actually  be¬ 
gins)  ; 

(ii)  The  total  amount  of  the  interest 

which  accrues,  under  §  177.12(a),, on  the 
unpaid  principal  amount  during  periods 
in.  which  repayment  of  principal  is  de¬ 
ferred  on  account  of  the  borrower’s  serv¬ 
ice  to  the  Nation  or  attendance  at  edu¬ 
cational  institutions  as  provided  for  in 
§  177.33(a)(1)  (XV),  §  177.42(b).  or 

§  177.58(f) ;  and 

(iii)  With  respect  to  a  loan  made  prior 
to,  or  made  under  a  binding  commitment 
made  prior  to,  December  15,  1968,  an 
amount  equivalent  to  3  percent  per  year 
of  the  unpaid  principal  amount  of  such 
loan  which  accrues,  under  §  177.12(a), 
during  the  remainder  of  the  repayment 
period. 

(3)  In  no  event  shall  payments  under 
paragraph  (b)  (2)  of  this  section  include 
any  Interest  on  interest  added  to  princi¬ 
pal  or  exceed  the  interest  payable  by  the 
student,  after  taking  into  consideration 
the  amount  of  any  interest  on  a  loan 
which  the  student  is  entitled  to  have  paid 
to  the  holder  on  his  behalf  by  a  party 
other  than  the  Commissioner  under  a 
State  or  private  nonprofit  guarantee 
agency  program. 

(4)  The  Commissioner’s  obligation  to 
pay  interest  benefits  under  this  section 
shall  terminate  upon  default  by  the  bor¬ 
rower,  as  defined  in  §  177.11.  Such  obli¬ 
gation  shall  also  terminate  upon  a  de¬ 
termination  of  the  death  or  total  and 
permanent  disability  of  the  borrower,  un¬ 
der  §  177.24,  except  that  in  cases  of  death 
or  total  and  permanent  disability  where 
the  repayment  period  has  commenced, 
such  obligation  shall  terminate  not  later 
than  120  dasrs  following  the  borrower’s 
failure  to  pay  a  regularly  scheduled  in¬ 
stallment,  and  in  cases  of  death  or  total 
and  permanent  disability  where  the  re- 
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payment  period  has  not  commenced, 
such  obligation  shall  terminate  not  later 
than  120  days  following  the  holder’s  re¬ 
ceipt  of  a  request,  for  loan  cancellation 
on  accoimt  of  such  causes. 

§  177.22  Adjusted  family  income. 

(a)  Computation.  In  general,  for  pm*- 
poses  of  §  177.21,  adjusted  family  income 
will  be  computed  by  adding  together  90 
percent  of  the  adjusted  gross  incomes 
(as  defined  in  section  62  of  the  Internal 
Revenue  Code,  or  in  the  case  of  residents 
of  Puerto  Rico,  as  defined  in  section  22 
(n)  of  the  Commonwealth  Tax  Act  of 
1954)  of  the  student  borrower,  his  spouse, 
and  his  parents  for  the  tax  year  immedi¬ 
ately  preceding  the  tax  year  of  execu¬ 
tion  of  the  note  or  written  agreement 
evidencing  the  loan,  and  deducting  from 
the  sum: 

(1)  an  amount  equal  to  the  amount 
allowable  on  account  of  exemptions  for 
these  individuals  for  that  year  (under 
section  151  of  the  Internal  Revenue  Code 
or,  in  the  case  of  residents  of  Puerto 
Rico,  under  section  25  of  the  Common¬ 
wealth  Tax  Act  0^1954) ;  plus 

(2)  an  amount  equal  to  the  loss  in¬ 
curred  by  those  individuals  on  account 
of  a  disaster  occurring  during  the  pre¬ 
ceding  tax  year  or  the  current  tax  year 
in  an  area  which  has  been  declared  to 
have  suffered  a  “major  disaster”  as  de¬ 
fined  in  section  2(a)  of  the  Act  of  Sep¬ 
tember  30,  1950  (42  U.S.C.  1855a(a)). 
The  amount  of  such  loss  shall  be  deter¬ 
mined  in  accordance  with  such  instruc¬ 
tions  as  the  Commissioner  may  issue. 

(b)  Computation  of  income  from  for¬ 
eign  sources.  In  cases  where  any  of  the 
income  of  the  borrower,  his  spouse  or  his 
parents  is  not  subject  to  taxation  under 
the  Internal  Revenue  Code  or  the  Com¬ 
monwealth  Tax  Act  of  1954  due  to  the 
fact  that  the  individual  is  (1)  residing 
abroad,  or  (2)  a  nonresident  alien,  that 
income  shall  be  included  in  the  bor¬ 
rower’s  adjusted  family  income.  Income 
described  in  paragraph  (b)(1)  of  this 
section  shall  be  treated  as  if  subject  to 
taxation  imder  the  Internal  Revenue 
Code  and  computed  (together  with  any 
income  which  is  subject  to  taxation)  in 
accordance  with  paragraph  (a)  of  this 
section.  Income  described  in  paragraph 
(b)  (2)  of  this  section  shall  be  computed 
in  accordance  with  instructions  issued 
by  the  Ccnnmlssioner. 

(c)  Exclusion  of  income  of  parents  or 
spouse  in  certain  circumstances.  The  in¬ 
come  of  a  parent  shall  be  excluded  from 
consideration  imder  paragraph  (a)  or 
(b)  of  this  section  if  the  parent  has  died 
prior  to  the  determination,  or  if  the  bor¬ 
rower  is  not,  and  has  not  been  at  any 
time  during  the  12  months  preceding  the 
determination,  either  (1)  residing  with 
(whether  or  not  the  borrower  paid  room 
and  board  or  otherwise  compensated  his 
parents  for  such  residency),  (2)  claimed 
as  a  dependent  for  Federal  income  tax 
purposes  by,  of^(3)  the  recipient  of  an 
amount  in  excess  of  $600  from,  such 
parent.  If  the  student’s  parents  have 
lived  together  at  any  time  during  the 
12  month  period.  In  order  to  meet  the 
restrictions  of  paragraphs  (c)  (2)  and 


(3)  of  this  section  the  borrower  must 
meet  the  restrictions  as  to  both  parents. 
The  Jjorrower  need  not,  however,  meet 
the  restrictions  of  paragraphs  (c)  (1) 
and  (3)  of  this  section,  in  order  to  have 
his  parents’  Income  excluded  from  his 
adjusted  family  income,  if  the  borrow¬ 
er  has  during  the  12  months  period,  filed 
a  Federal  income  tax  return  claim¬ 
ing  his  parents  as  dependents.  The  in¬ 
come  of  the  borrower’s  spouse  shall  also 
be  excluded  from  consideration  under 
paragraph  (a)  or  (b)  of  this  section 
where,  prior  to  the  determination,  the 
spouse  has  died,  the  borrower  and  spouse 
have  been  divorced,  or  there  has  been  a 
legal  separation  approved  by  a  court  or 
a  separation  which  has,  in  fact,  existed 
for  12  months  or  more.  Persons  whose 
income  is  excluded  under  this  paragraph 
shall  not  be  required  to  complete  or  sign 
any  forms  designed  for  the  purpose  of 
computing  adjusted  family  income. 

(d)  Method  of  determination.  Ihe  de¬ 
termination  of  the  adjusted  family  in¬ 
come  of  a  student  borrower  shall  be  made 
in  such  manner  and  on  the  basis  of  in¬ 
formation  submitted  on  such  forms  as 
may  be  supplied  or  approved  by  the  Com¬ 
missioner.  The  determination  shall  be 
made  each  time  funds  are  advanced,  ex¬ 
cept  that  no  new  determination  ne^  be 
made  with  respect  to  funds  advanced  (1) 
within  the  same  tax  year  as  that  in 
which  a  determination  was  last  made  or 
(2)  on  a  line  of  credit  extended  where  a 
determination  has  been  made  during  the 
preceding  12  month  period  in  connection 
with  funds  advanced  on  such  line  of 
credit. 

(20  U.S.C.  1078, 1082) 

§  177.23  Special  allowance. 

(a)  Whenever  the  Secretary  of  Health, 
Education,  and  Welfare  finds  that  pro¬ 
gram  provisions  (such  as  the  7  percent 
maximum  interest  rate),  considered  in 
the  light  of  current  economic  conditions 
and  in  particular  the  relevant  money 
market,  are  impeding  or  threatening  to 
impede  the  program  purposes  and  have 
caused  the  return  to  lenders  to  be  less' 
than  equitable,  he  may  prescribe,  after 
consultation  with  the  Sroretary  of  the 
Treasury  and  the  heads  of  other  appro¬ 
priate  agencies,  the  payment  of  a  special 
allowance  to  be  paid  by  the  Commis¬ 
sioner  to  each  holder  of  an  eligible  loan 
or  loans.  For  purposes  of  this  section  the 
term  “eligible  loan”  means  a  loan  dis¬ 
bursed  on  or  after  August  1, 1969,  which 
is  Insured  by  the  Commissioner  (imder 
Subpart  F  of  this  Part)  or  by  a  guaran¬ 
tee  agency  under  a  program  covered  by 
an  agreement  with  the  Commissioner 
(under  Subpart  D  of  this  Part) . 

(b)  The  amount  of  a  special  allowance 
shall  be  a  percentage,  not  to  exceed  a 
rate  of  3  percent  per  year,  of  the  average 
unpaid  balance  of  disbursed  principal 
(not  including  Interest  or  other  charges 
added  to  principal)  of  all  eligible  loans 
held  by  a  lender  during  the  pertinent 
period  and  shall  be  paid  by  the  Commis- 
sitmer  on  the  basis  of  billings  submitted 
in  accordance  with  such  instructions  as 
are  issued  for  that  purpose.  Ihe  average 
unpaid  balance  of  disbursed  principal 


shall  be  determined,  at  the  election  of 
the  holder,  either  (1)  by  adding  the  un¬ 
paid  balance  of  disbursed  principal  of  all 
eligible  loans  outstanding  on  the  first 
day  of  the  specified  period  and  the  un¬ 
paid  balance  of  disbursed  principal  of 
all  loans  outstanding  on  the  last  day  of 
such  period  and  dividing  by  2,  or  (2)  by 
adding  the  unpaid  balance  of  disbursed 
principal  on  all  such  loans  outstanding 
on  each  day  of  the  specified  period  and 
dividing  by  the  number  of  days  in  that 
period  (average  daily  balance  method). 
For  purposes  of  this  paragraph  a  loan 
shall  be  considered  “outstanding”  if  it 
has  not  been  repaid  by  the  borrower  and 
a  claim  for  loss  on  the  loan  has  not  been 
approved  or  finally  refused  by  the  Com- 
mi^ioner  or  a  guarantee  agency.  The 
holder  may  not  change  its  method  of  de¬ 
termining  the  averaige  unpaid  balance  of 
disbursed  principal  without  the  prior 
approval  of  the  Commissioner. 

(c)  ’Ihe  amount  of  any  special  allow¬ 
ance  shall  be  established  by  regulation 
(not  to  be  codified)  with  respect  to  a 
three  month  period  immediate]^  preced¬ 
ing  the  three  month  period  in  which  the 
regulation  is  published  in  the  Federal 
Register. 

(20  n.S.C.  1078a,  1082) 

§  177.24  Death  and  dit^ability  payments. 

(a)  In  the  event  that  a  borrower  of  a 
loan  insured  by  the  Commissioner  under 
Subpart  F  dies  or  becomes  totally  and 
permanently  disabled,  the  Commissioner 
shall  reimburse  the  holder  of  the  loan  in 
accordance  with  the  provisions  of 
§  177.62,  §  177.64,  and  §  177.65.  The  pro¬ 
visions  of  those  sections  shall  also  apply 
in  the  event  that  a  borrower  who  re¬ 
ceived  a  loan  on  or  after  December  15, 
1968,  under  a  direct  State  loan  program 
and  on  whose  behalf  the  Commissioner 
has  paid  interest  benefits  (as  authorized 
under  Subpart  E)  dies  or  becomes  to¬ 
tally  and  permanently  disabled  within 
15  years  of  the  date  the  loan  was  made, 
provided  that  the  direct  State  loan  pro¬ 
gram  has  not  written  off  the  loan  as  un¬ 
collectable  and  has  exercised  due  dili¬ 
gence  in  the  collection  of  the  loan  until 
the  borrower  died  or  became  totally  and 
permanently  disabled. 

(b)  In  the  event  that  a  borrower  of  a 
loan  made  on  or  after  December  15, 1968, 
and  Insured  under  a  loan  Insurance  pro¬ 
gram  covered  by  an  agreement  between 
a  guarantee  agency  and  the  Commis¬ 
sioner  under  S  177.33  dies  or  becomes  to¬ 
tally  and  permanently  disabled,  the  Com¬ 
missioner  shall  discharge  the  liability  of 
the  borrower  in  accordance  with  the  pro¬ 
visions  of  this  paragraph  (b) . 

(DA  borrower  for  whom  discharge  of 
a  loan  is  authorized  shall  be  deemed  lia¬ 
ble  for  unpaid  principal.  In  addition,  he 
shall  be  deemed  liable  for  unpaid  interest 
on  the  loan  which  accrues  during  the  pe¬ 
riods  described  in  §  177.64(g)  or  (h),  ex¬ 
cept  that  the  references  in  paragraphs 
(g)(4)  and  (5)  and  (h)(5)  and  (6)  of 
§  177.64  to  the  Commissioner  shall  be  un¬ 
derstood  to  be  references  to  the  guaran¬ 
tee  agency  if  the  loan  is  held  by  an  eli¬ 
gible  lender,  and  the  periods  referred  to 
in  paragraphs  (g)  (3)  and  (h)  (4)  of 
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§  177.64  shall  be  understood  to  be  periods 
ending  60  days  after  tiie  party  filing  the 
claim  determines  that  the  borrower  is 
dead  or  is  notified  that  the  Commissioner 
has  determined  the  borrower  to  be  to¬ 
tally  and  permanently  disabled. 

(2)  A  determination  as  to  whether  or 
not  a  borrower  has  died  or  become  to¬ 
tally  and  permanently  disabled  shall  be 
made  in  accordance  with  the  provisions 
of  §  177.62,  except  that  the  reference  to 
the  Commissioner  in  §  177.62(a)  shall  be 
understood  to  be  a  reference  to  the  guar¬ 
antee  agency  if  the  loan  is  held  by  an 
eligible  lender. 

(3)  An  eligible  lender  shall  submit  evi¬ 
dence  that  a  borrower  has  died  or  be¬ 
come  totally  and  permanently  disabled  to 
the  guarantee  agency.  The  guarantee 
agency  shall  return  to  the  eligible  lender 
any  such  submission  which  is  not  ac¬ 
curate  and  complete.  Where  the  evidence 
is  that  of  a  borrower’s  death  the  guaran¬ 
tee  agency  may  pay  to  the  holder  the 
amount  authorized  by  this  section,  and 
the  Commissioner  shall  periodically  re¬ 
imburse  the  guarantee  agency  for  such 
payments.  Where  the  evidence  is  that  of 
a  borrower’s  total  and  permanent  dis¬ 
ability  the  submission  shall,  if  in  proper 
form,  be  promptly  forwarded  to  the  Com¬ 
missioner  by  the  guarantee  agency.  The 
Commissioner  shall  advise  the  holder  or 
the  guarantee  agency,  or  both,  as  to 
whether  or  not  the  holder’s  determina¬ 
tion  that  the  borrower  has  become  to¬ 
tally  and  permanently  disabled  is  ap¬ 
proved.  A  payment  for  an  approved  de¬ 
termination  will  be  made  directly  to  the 
holder  or  through  the  guarantee  agency. 

(4)  In  no  case  shall  a  loan  held  by  an 
eligible  lender  be  dischargeable  under 
this  paragraph  (b)  of  this  section  if  the 
loan  is  no  longer  considered  insurable  by 
the  guarantee  agency.  A  loan  held  by  a 
guarantee  agency  after  payment  of  a  de¬ 
fault  claim  to  a  lender  shall  be  dis¬ 
chargeable  under  this  section  (in  an 
amount  reduced  by  the  amount  of  a  rein¬ 
surance  claim  paid  by  the  Commissioner 
pursuant  to  an  agi*eement  with  the  guar¬ 
antee  agency  under  §  177.35,  less  any  sub¬ 
sequent  reimbursement  to  the  Commis¬ 
sioner  from  amounts  collected  by  the 
guarantee  agency  from  the  borrower) 
provided  that  the  borrower  dies  or  be¬ 
comes  totally  and  permanently  disabled 
within  15  years  of  the  date  the  loan  was 
made,  the  guarantee  agency  has  not  writ¬ 
ten  off  the  loan  as  uncollectable,  and  the 
guarantee  agency  has  exercised  due  dili¬ 
gence  in  the  collection  of  the  loan  \mtil 
the  borrower  died  or  became  totally  and 
permanently  disabled. 

(20  U.S.C.  1082,  1087) 

§  177.25  Adiiiini>lrHli>4‘  ailouaiici*. 

(a)  An  administrative  cost  allowance 
may  be  paid  to  holders  by  the  Commis¬ 
sioner  with  respect  to  loans  insured  by 
the  Commissioner  (imder  Subpart  P  of 
this  Part  or  by  a  guarantee  agency  under 
a  program  covered  by  an  agreement  with 
the  Commissioner  (imder  SulHiart  D  of 
this  Part)  Provided,  That  such  loans 
were  made  in  a  State  (l)  during  the  pe¬ 
riod  August  3,  1968,  through  the  12()th 


day  after  adjournment  of  such  State’s 
first  legislative  session,  adjourning  after 
January  1. 1969,  and  (2)  at  a  time  when 
under  the  State  law  applicable  to  such 
loans.  Interest  charges  were  limited  to 
less  than  7  percent. 

(b)  Such  payment  may  not  exceed  an 
amount  equal  to  the  lesser  of  1  percent 
per  year  of  unpaid  principal  of  eligible 
loans  (not  including  interest  or  other 
charges  added  to  principal)  or  the  per¬ 
centage  of  such  impaid  principal  which 
when  added  to  the  maximum  Interest 
rate  that  may  be  charged  to  the  borrower 
under  State  law  equals  7  percent  per 
year. 

(c)  Administi'ative  cost  allowances 
may  not  be  paid  with  respect  to  any  loan 
made  or  contracted  for  prior  to  August  3, 
1968,  whether  or  not  consolidated  with  or 
converted  to  a  loan  made  on  or  after 
August  3,  1968. 

(d)  Payment  of  the  administrative  cost 
allowance  with  respect  to  eligible  loans 
shall  be  made  in  accordance  with  the 
rules  applicable  to  payment  of  interest 
benefits  under  §  177.21(b)  (1). 

(20  U.S.C.  1078,^1082.) 

Subpart  D — Guarantee  Agency  Programs 
§  177.31  S«*o|>o. 

The  Commissioner  may  enter  into 
agreements  with  guarantee  agencies 
whereby  eligible  student  borrowers  whose 
loans  are  guaranteed  may  qualify  for 
Federal  interests,  benefits,  participating 
lenders  may  receive  special  allowances 
and  death  and  disability  payments, 
and  the  guarantee  agencies  may  receive 
reinsurance  payments  and  advances  to 
strengthen  their  reserve  fimds.  Before 
such  agreements  can  be  executed,  certain 
requirements  must  be  met  by  guarantee 
agency  programs. 

(20  UA.C.  1072,  1078,  1082.) 

§  177.32  Agr«‘cnioi»lK  bclM(‘eii  Kuaruiilff 
ugencies  and  the  Cnniiiiis^iioiier. 

(a)  Tlie  commissioner  may  enter  into 
agreements  with  a  guarantee  agency  un¬ 
der  §  177.33,  §  177.34  and  §  177.35  if  he 
determines  that  the  loan  insurance  pro¬ 
gram  of  the  guarantee  agency  meets  the 
respective  requirements  of  those  sections. 
Each  agreement  shall  be  subject  to  all 
subsequent  changes  in  legislation  and 
regulations  applicable  to  the  Guaranteed 
Student  Loan  Program. 

(b)  Any  agreeipent  made  under  this 
subpart  may  be  terminated  by  either 
party  upon  not  less  than  60  days  written 
notice  to  the  other  party,  except  that 
the  Commissioner  may  terminate  an 
agreement  (Mily  for  cause.  Termination 
shall  not  affect  obligations  incurred 
under  the  agreement  by  either  party  be¬ 
fore  the  effective  date  of  termination.  If 
termination  is  effected  by  the  Commis¬ 
sioner,  it  will  not  become  final  imtil  the 
guarantee  agency  has  been  afforded 
reasonable  notice  and  an  opportunity 
for  a  hearing,  except  that  the  Commis¬ 
sioner  may  suspend  the  agreement  pend¬ 
ing  the  outcome  of  the  hearing  if  he  de¬ 
termines  Uiat  such  action  is  necessary 
in  order  to  prevent  substantial  harm  to 
Federal  interests. 


(c)  If  the  Commissioner  finds  that  any 
-of  the  assurances  or  representations 
made  by  the  guarantee  agency  In  con¬ 
nection  with  an  agre^ent  are  incom¬ 
plete  or  incorrect  in  any  material  resjiect 
or  that  there  has  been  a  failure  by  the 
guarantee  agency  to  comply  with  any  of 
the  provisions  of  the  agreement  or  appli¬ 
cable  Federal  law  or  regulations,  he  may 
take  such  action  short  of  termination  as 
may  be  necessary  to  protect  the  Interests 
of  the  United  States.  Such  action  may 
include  withholding  payments  to  be  made 
to  the  guarantee  agency  (or  to  lenders 
whose  loans  are  insured  by  the  guaran¬ 
tee  agency)  until  adequate  documenta¬ 
tion  therefor  is  provided  or  requiring 
that  the  guarantee  agency  reimburse  the 
Commissioner  for  any  payments  made, 
or  any  payments  which  the  Commis¬ 
sioner  has  become  obligated  to  make,  as 
a  result  of  the  guarantee  agency’s  mak¬ 
ing  such  incomplete  or  incorrect  state¬ 
ments  or  violating  such  provisions  of  the 
agreement  or  applicable  Federal  law  or 
reflations. 

(20  U.S.C.  1072.  1078,  1082.) 

S  177.3.3  F:iyin<‘nt  of  Federal  iiileresi 
lieiieill.s. 

(a)(1)  Payment  of  interest  benefits  by 
the  Commissioner  under  a  guarantee 
agency  progi'am  under  §  177.21  shall  be 
available  only  insofar  as  the  loans  for 
which  the  interest  benefits  are  paid  are 
covered  under  an  agreement  between  the 
guarantee  agency  and  the  Commissioner. 
The  Commissioner  may  enter  into  such 
an  agreement  if  he  determines  that  the 
guarantee  agency  progi*am: 

(1)  Authorizes  the  insurance  of  loans 
in  amounts  dp  to  at  least  $1,000  but  (ex¬ 
cept  as  approved  by  the  Commissioner 
under  the  circumstances  set  forth  in 
5  177.54(a)(2))  not  to  exceed  $2,500  to 
to  any  student  in  any  academic  year  or 
its  equivalent,  after  taking  into  account, 
with  respect  to  the  majcimum  loan 
amount,  other  loans  covered  by  this  part 
which  the  student  has  received  in  the 
same  academic  year  or  its  equivalent; 

(ii)  Provides  that  the  aggregate  in¬ 
sured  unpaid  principal  amount  of  all 
loans  made  to  any  student  under  pro¬ 
grams  covered  imder  this  part  shall  not 
at  any  time  exceed  $7,500  in  the  case  of 
a  student  in  attendance  at  a  vocational 
school  or  as  other  than  a  graduate  or 
professional  student  at  an  institution  of 
higher  education,  or  $10,000  in  the  case 
of  a  graduate  or  professional  student,  in¬ 
cluding  loans  which  were  made  to  such 
person  before  he  became  a  graduate  or 
professional  student: 

(iii)  Authorizes  the  Insurance  of  loans 
to  an  individual  student  for  at  least  6 
academic  years  of  study  or  their  equiva¬ 
lent; 

(iv)  Provides  that  (A)  the  student 
borrower  shall  be  entitled  to  accelerate 
without  penalty  the  repayment  of  the 
whole  or  any  part  of  an  insured  loan  and 
(B)  the  Insured  loan  shall  be  repaid 
within' 15  years  from  the  date  of  execu¬ 
tion  of  the  initial  note  or  other  evidence 
of  the  loan,  excluding  periods  after  De¬ 
cember  14,  1968,  described  In  paragraph 
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(a)(l)(xv)  of  this  section  and  subject 
to  forbearance  as  described  in  §  177.35 
(c)  (6) ; 

(V)  Excluding  periods  after  December 
14,  1968,  described  in  paragraph  (a)  (1) 
(XV)  of  this  section  and  subject  to  the 
provisions  of  paragraphs  (a)  (1)  (iv)  (B) 
and  (xi)  of  this  section  and  forbearance 
(as  described  in  §  177.35(c)  (6) )  provides 
that  repasonent  of  loans  shall  be  in  in¬ 
stallments  over  a  period  of  not  less  than 
5  years  nor  more  than  10  years  beginning 
not  earlier  than  9  months  nor  later  than 
one  year  after  the  student  ceases  to  pur¬ 
sue  a  full-time  course  of  study  at  an  eli¬ 
gible  institution,  except  that  if  the  pro¬ 
gram  provides  for  the  insurance  of  loans 
for  part-time  (less  than  full-time  but 
not  less  than  half-time)  study,  the  pro¬ 
gram  Shan  provide  that  such  repayment 
period  shan  begin  not  earlier  than  9 
months  nor  later  than  one  year  after  the 
student  ceases  to  carry  at  an  eligible  in¬ 
stitution  at  least  one-half  the  normal 
full-time  academic  workload  as  deter¬ 
mined  by  the  Institution;  Provided,  how¬ 
ever,  That  in  the  case  of  a  correspond¬ 
ence  student,  the  repasrment  period  shall 
begin  not  earlier  than  9  months  nor  later 
than  one  year  after  (A)  the  student’s 
completion  of  his  program,  or  (B)  the 
expiration  of  a  60-day  period  during 
which  the  student  submits  no  assign¬ 
ments  (unless  the  student,  by  submitting 
assignments  in  advance  of  the  schedule 
required  by  §  177,73 (c)  (3) ,  has  not  fallen 
more  than  60  days  behind  such  sched¬ 
ule),  or  (C)  the  expiration  of  a  60-day 
perl<^  following  the  normal  time  estab¬ 
lished  by  the  school  for  the  completion 
of  the  program  and  communicated  to  the 
student  imder  §  177.73(c)  (3),  whichever 
comes  first.  The  submission  of  one  or 
more  assignments  more  than  60  days  af¬ 
ter  the  previous  submission  (or,  if  appli¬ 
cable,  more  than  60  days  after  the  due 
date  for  a  scheduled  assignment)  shall 
not  restore  the  in-school  status  of  a  cor¬ 
respondence  student  with  respect  to  his 
loan:  Provided,  however.  That  the  insti¬ 
tution  may  permit  one  such  restoration 
if  the  student  acknowledges  in  writing, 
within  such  60 -day  period,  that  he  wish¬ 
es  to  continue  his  course  of  study  and 
that  he  fully  understands  his  responsi¬ 
bilities  to  submit  lessons  on  a  timely 
basis; 

(vi)  Authorizes  interest  on  the  unpaid 
principal  balance  of  the  loan  at  a  rate 
not  in  excess  of  7  percent  per  year  ex¬ 
clusive  of  any  premium  for  insurance 
which  may  be  passed  on  to  the  borrower, 
under  §  177.12(b) ; 

(vii)  Insures  not  less  than  80  percent 
of  the  unpaid  principal  of  loans  insured 
under  the  program; 

(viii)  Provides  that  the  benefits  of  the 
loan  insurance  program  will  not  be  de¬ 
nied  any  student  who  is  eligible  for  in¬ 
terest  benefits  as  determined  imder 
§  177.21,  except  in  the  case  of  loans  made 
by  an  instrumentality  of  a  State  or  a 
participating  institution; 

(lx)  Provides  that  a  student  may  ob¬ 
tain  Insurance  under  the  program  for  a 


loan  for  any  year  of  study  at  a  participat¬ 
ing  institution; 

(x)  In  the  case  of  a  State  loan  in¬ 
surance  program,  provides  that  such 
State  program  is  administered  by  a  single 
State  agency,  or  by  one  or  more  nonprofit 
private  institutions  or  organizations  im¬ 
der  the  supervision  of  a  single  State 
agency.  (For  purposes  of  this  paragraph, 
“supervision”  includes  setting  policies 
and  procedures  for,  and  having  full  re¬ 
sponsibility  for,  the  operation  of  the  pro¬ 
gram)  : 

(xi)  Provides  that  the  total  of  the  pay¬ 
ments  by  a  borrower  during  any  year  of 
any  repayment  period  with  respect  to  the 
aggregate  amount  of  all  loans  to  that 
borrower  which  are  made  under  pro¬ 
grams  covered  under  this  part  shall  not 
be  less  than  $360  or  the  balance  of  all 
such  loans  (together  with  interest 
thereon) ,  whichever  amount  is  less; 

(xii)  Provides  that  a  lender  will  dis¬ 
burse  loan  proceeds  under  the  require¬ 
ments  of  §  177.57(d)  and  (e) ; 

(xiii)  Provides  that  the  student  bor¬ 
rower  shall  not  be  liable  for  any  portion 
of  the  interest  on  a  loan  which  is  payable 
by  the  Commissioner,  and  that  the  lender 
will  not  collect  or  attempt  to  collect  such 
portion  of  the  interest; 

(xiv)  Makes  adequate  provision  in  its 
agreements  with  lenders  to  ensure  that 
the  provisions  of  Subparts  B  and  C  of 
this  Part,  this  section,  and  §  177.36  will 
be  carried  out; 

(XV)  Provides  that  periodic  install¬ 
ments  of  principal  need  not  be  paid,  but 
interest  shall  accrue  and  be  paid,  during 
any  period  (A)  during  which  the  bor¬ 
rower  is  pursuing  a  full-time  course  of 
study  at  a  participating  institution,  (B) 
not  in  excess  of  three  years  during  which 
the  borrower  is  a  member  of  the  Armed 
Forces  of  the  United  States  on  active 
duty,  (C)  not  in  excess  of  three  years 
during  which  the  borrower  is  in  service 
as  a  volunteer  under  the  Peace  Corps  Act, 
or  (D)  not  in  excess  of  three  years  during 
which  the  borrower  is  in  service  as  a 
full-time  volunteer  ,under  Title  I  of  the 
Domestic  Volunteer  Service  Act  of  1973; 
and 

(xvi)  Provides  that  the  amount  of  a 
loan  may  not  exceed  the  student’s  cost 
of  education  for  the  period  of  the  loan 
less  other  aid  that  has  been  awarded  to 
the  student. 

(2)  The  conditions  of  paragraph  (a) 

(1)  (i)  of  this  section  wiU  be  met  If  the 
student  loan  insm*ance  program  (i)  au¬ 
thorizes  advances  of  not  more  than 
$2,500  (except  as  approved  by  the  Com¬ 
missioner  under  the  circumstances  set 
forth  in  §  177.54(a)  (2) )  to  a  student 
during  any  12 -month  school  period,  af¬ 
ter  taking  into  account  other  loans  cov¬ 
ered  by  this  part  w'hich  the  student  has 
received  during  such  period,  or  author¬ 
izes  advances  to  any  student  dm-ing  such 
12-month  period  of  not  more  than  an 
amount  which  bears  the  same  ratio  to 
the  number  of  credit  hours  for  which  a 
full-time  or  half-time  student  borrow¬ 
er  is  registered  during  any  such  12- 
month  period  as  $2,500  minus  other 
loans  covered  by  this  part  which  the 


student  has  received  during  such  period 
(or  a  higher  amount  approved  by  the 
Commissioner  under  the  circumstances 
set  forth  in  §  177.54(a)  (2) )  multiplied 
by  the  sum  of  the  academic  years  or 
their  equivalent  leading  to  the  degree  or 
certificate,  bears  to  the  total  sum  of 
credit  hours  required  to  earn  such  a 
degree  or  certificate;  and  (ii)  authorizes 
advances  up  to  at  least  $1,000  to  a  full¬ 
time  student  and  (if  the  program  in¬ 
cludes  half-time  students)  up  to  at  least 
$500  to  a  half-time  student  during  any 
12-month  school  period. 

(b)  An  agreement  provided  for  in 
paragraph  (a)  of  this  section  shall  con¬ 
tain  such  provisions  and  assurances  and 
be  supported  by  such  information  as  the 
Commissioner  may  require  under  para¬ 
graph  (a)  of  this  section,  §  177.24,  §  177,- 
32  and  §  177.36,  and  shall  include  such 
other  terms  and  conditions  as  are  agreed 
to  by  the  Commissioner  and  the  guar¬ 
antee  agency,  including  the  following: 

( 1 )  The  Commissioner  shall  pay  to  the 
holder  of  loans  insured  by  the  guarantee 
agency  interest  benefits,  special  allow¬ 
ances,  and  administrative  cost  allow¬ 
ances  on  eligible  loans  in  accordance 
with  §  177.21,  §  17.23  and  §  177.25. 

(2)  ’The  Commissioner's  obligation  to 
make  the  payments  described  in  para¬ 
graph  (b)  (1)  of  this  section  shall  extend 
to  any  consolidated  or  renegotiated  in¬ 
sured  loan  which  is  approved  by  the 
guarantee  agency,  as  long  as  the  terms 
and  conditions  of  such  a  loan  are  such 
that  it  is  otherwise  insurable. 

(3)  The  guarantee  agency  shall  per¬ 
mit  notes  representing  insured  loans  to 
be  transferred  or  assigned,  including  as¬ 
signment  as  security,  only  to  eligible 
lenders,  the  Student  Loan  Marketing 
Association,  or,  in  cases  of  the  borrower’s 
default,  death,  or  total  and  permanent 
disability,  the  guarantee  agency. 

(20  U.S.C.  1078,  1082;  42  U.S.C.  6055(e)) 

§  177.34  Payment  of  Federal  advances 
for  reserve  funds. 

(a)  In  general.  (1)  The  Commissioner 
may  make  advances  to  any  State  with 
which  he  has  entered  into  an  agreement 
under  §  177.33  for  the  purpose  of  helping 
to  establish  or  strengthen  the  reserve 
fund  of  the  student  loan  insurance  pro¬ 
gram  covered  by  such  agreement. 

(2)  If  for  any  fiscal  year  a  State  does 
not  have  a  student  loan  insurance  pro¬ 
gram  which  is  covered  by  an  agreement 
under  §  177.33,  and  the  Commissioner  de¬ 
termines,  after  consultation  with  the 
chief  executive  officer  of  that  State,  that 
there  is  no  reasonable  likelihood  that  the 
State  will  have  such  a  student  loan  in¬ 
surance  program  for  such  fiscal  year,  the 
Commissioner  may  make  such  advances 
to  one  or  more  nonprofit  private  insti¬ 
tutions  or  organizations  with  which  he 
has  entered  into  an  agreement  under 
§  177.33. 

(3)  The  Commissioner  may  make  ad¬ 
vances  under  this  section  both  to  a  State 
program  (with  which  he  has  an  agree¬ 
ment  under  §  177.33)  and  to  one  or  more 
nonprofit  private  institutions  or  orga¬ 
nizations  (with  which  he  has  such  an 
agreement)  in  that  State  If  he  deter- 
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mines  that  such  advances  are  necessary 
in  order  that  students  in  each  participat¬ 
ing  institution  have  access  through  such 
institution  to  a  student  loan  insurance 
program  which  meets  the  requirements 
of  5  177.33. 

(b)  Applications.  Applications  for 
funds  made  available  pursuant  to  para¬ 
graph  (a)  of  this  section  shall  be  sub¬ 
mitted  at  such  time  and  in  such  manner 
and  contain  such  information  as  the 
Commissioner  may  require. 

(c)  Allocation  and  payment  of  State’s 
allotment — (1)  Payments.  The  total  of 
the  advances  under  paragraph  (a)  of 
this  section  to  a  State  program  and  to 
one  or  more  nonprofit  private  institu¬ 
tions  or  organizations  within  that  State 
may  not  exceed  an  amoimt  which  bears 
the  same  ratio  to  such  advances  for  all 
the  States  as  the  population  of  that 
State  aged  18  to  22,  inclusive,  bears  to 
the  population  of  all  the  States  aged  18 
to  22,  Inclusive.  The  Commissioner  shall 
determine  these  populations  on  the  basis 
of  the  most  recent  satisfactory  data 
available  to  him.  Advances  may  other¬ 
wise  be  in  such  lesser  amounts  as  the 
Commissioner  determines  to  be  appro¬ 
priate  on  the  basis  of  the  expected  de¬ 
mand  for  loans  from  lenders  in  a  State 
and  other  relevant  factors,  and  advances 
will  be  made  to  a  guarantee  agency  only 
if  it  has  encumbered  at  least  75  percent 
of  the  capacity  of  its  reserve  fund.  How¬ 
ever,  the  total  of  the  advances  for  any 
State  shall  not  be  less  than  $25,000. 

(2)  Any  amount  advanced  by  the 
Commissioner  must  be  matched  by  an 
equal  amount  from  non-Pederal  sources. 
Such  equal  amount  may  include  the  un¬ 
encumbered  non-Federal  portion  of  a  re¬ 
serve  fund.  As  used  in  the  preceding 
sentence,  the  term  “unencumbered  non- 
Federal  portion”  means  the  amoimt  (de¬ 
termined  from  the  Guarantee  Agency 
Monthly  Report  (OE  Form  1130)  for  the 
month  immediately  preceding  the  mak¬ 
ing  of  the  advance)  of  the  reserve  fund 
less  the  greater  of  the  following; 

(i)  The  sum  of  (A)  advances  made  by 
the  Commissioner  prior  to  July  1,  1968, 
(B)  an  amount  equal  to  twice  the  amount 
of  advances  made  by  the  Commissioner 
after  June  30,  1968,  and  before  the  ad¬ 
vance  for  purposes  of  which  the  deter¬ 
mination  is  made,  and  (C)  the  proceeds 
of  earnings  on  advances  made  by  the 
Commissioner;  or 

(ii)  Any  amount  which  is  required  to 
be  maintained  in  such  fund  pursuant  to 
State  law  or  regulation,  or  by  agreement 
with  lenders,  as  a  reserve  against  the 
insurance  of  outstanding  loans. 

(d)  Terms  and  conditions  of  advance. 
Advances  of  funds  to  a  guarantee  agency 
shall  be  upon  such  terms  and  conditions 
(including  conditions  relating  to  the  time 
or  times  of  payment)  as  the  Commis¬ 
sioner  may  require  under  this  section, 
§  177.32,  and  S  177.36,  and  shall  be  made 
under  an  agreement  which  shall  include 
such  other  terms  and  conditions  as  are 
agreed  to  by  the  Commissioner  and  the 
guarantee  agency,  including  the  follow¬ 
ing; 

(1)  The  guarantee  agency  shall  main¬ 
tain  a  separate  fund  or  accoimt  into 


which  there  shall  be  deposited  or  credit¬ 
ed  all  advances  (and  required  matching 
funds)  made  under  this  section  together 
with  such  other  sums  as  are  (i)  appro¬ 
priated  by  a  State  for  loan  insurance 
purposes,  (ii)  received  by  the  guarantee 
agency  as  loan  insurance  premiums,  (iii) 
received  by  the  guarantee  agency 
through  gift,  grant,  or  by  other  means 
from  other  sources  for  loan  insurance 
purposes,  (iv)  collected  on  defaulted 
loans,  including  payments  pursuant  to 
§  177.35,  or  (v)  in  the  nature  of  interest 
or  other  earnings  derived  from  the  in¬ 
vestment  thereof. 

(2)  The  fund  into  which  advances  are 
deposited  or  credited  may  be  used  only 
to  guarantee  loans  to  students  covered 
by  the  guarantee  agency’s  program,  to 
refund  overpayment  of  Insurance  pre¬ 
miums,  and  to  repay  advances  made  by 
the  Commissioner.  The  fimd  may  only 
be  invested  in  a  manner  first  approved 
by  the  Commissioner. 

(3)  Loan  insurance  premiums,  if  any 
(referred  to  in  $  177.12(b) ),  and  interest 
or  other  earnings  derived  from  fimds 
advanced  may  be  used  only  for  the  pur¬ 
poses  described  in  paragraph  (d)  (2)  of 
this  section  and  for  expen(!Utures  neces¬ 
sary  for  the  proper  and  efficient  ad¬ 
ministration  of  the  guarantee  agency’s 
program.  Loan  insurance  premiiuns  may 
not  be  used  to  provide  lenders  with  a 
greater  yield  or  for  making  incentive 
payments  to  lenders. 

(4)  The  Commissioner  may  require 
the  guarantee  agency  to  repay  part  or 
all  of  any  sums  advanced  to  the  guaran¬ 
tee  agency  at  such  times  and  to  the  ex¬ 
tent  that  he  determines,  in  the  light  of 
the  maturity  and  solvency  of  the  guar¬ 
antee  agency’s  reserve  fund  and  after 
taking  into  account  the  guarantee 
agency’s  requirements  for  insurance 
commitments  based  on  its  prior  experi¬ 
ence,  that  the  funds  are  no  longer  re¬ 
quired  for  the  guarantee  agency  to  main¬ 
tain  an  adequate  reserve. 

(20  UJSXJ.  1072,  1082) 

§  177.35  Federal  reinsurance. 

(a)  The  Commissioner  may  enter  into 
an  agreement  with  a  guarantee  agency 
with  which  he  has  an  agreement  under 
§  177.33,  whereby  the  Commissioner  un¬ 
dertakes  to  reimburse  the  guarantee 
agency  in  an  amount  equal  to  80  percent 
of  the  amount  expended  by  it  in  dis¬ 
charge  of  its  insurance  obligation,  in¬ 
curred  under  its  loan  insurance  program, 
with  respect  to  losses  resulting  from  the 
default  of  student  borrowers  on  the  un¬ 
paid  principal  balance  (other  than  in¬ 
terest  or  other  charges  added  to  prin¬ 
cipal)  of  loans  covered  by  its  agi’eement 
under  §  177.33,  or  which  would  be  covered 
but  for  the  requirements  of  §  177.21 
(a)  (1)  (ii)  and  (iii) .  For  purposes  of  this 
section  “losses”  shall  not  include  any 
payments  by  the  guarantee  agency  on 
loans  made  on  or  after  December  15, 
1968,  in  cases  where  the  borrower  dies 
or  becomes  totally  and  permanently  dis¬ 
abled.  The  guarantee  agency  shall  be 
compensated  for  the  latter  type  of  pay¬ 
ments  imder  the  provisions  of  §  177.24. 


(b)  The  Commissioner  will  not  enter 
into  a  reinsurance  agreement  unless  he 
is  satisfied  that  such  credit  as  would  be 
extended  to  the  guarantee  agency  under 
such  agreement  would  be  acceptable  in 
full  satisfaction  of  any  applicable  State 
laws  or  regulations,  or  of  provisions  in 
agreements  between  lenders  and  the 
guarantee  agency,  regarding  the  main¬ 
tenance  of  the  guarantee  agency’s  re¬ 
serve  funds.  In  considering  whetter  to 
enter  into  an  agreement  the  Commis¬ 
sioner  may  also  review  other  aspects  of 
the  guarantee  agency’s  operations  as  to 
which  the  Commissioner  determines  that 
there  is  j^Federal  interest. 

(c)  A  reinsurance  agreement  shall 
contain  such  provisions  as  the  Commis¬ 
sioner  finds  necessary  to  carry  out  the 
purposes  of  this  part,  including  particu¬ 
larly  the  provisions  of  this  section, 
§  177.32,  and  §  177.36,  and  to  protect  the 
United  States  from  unreasonable  loss, 
and  shall  be  effective  with  respect  to 
loans  made  only  during  such  periods  as 
are  set  forth  in  the  agreanent.  The 
agreement  may,  among  such  provisions, 
include  the  following  terms  and  condi¬ 
tions; 

(1)  The  guarantee  agency  shall  estab¬ 
lish  and  maintain  such  administrative 
and  fiscal  procedures  as  are  necessary  to 
ensure  proper  and  efficient  administra¬ 
tion  of  its  loan  insmance  program,  and 
it  shall  assure  that  due  diligence  (as  de¬ 
scribed  in  §  177.59,  unless  the  guarantee 
agency  has  established  and  disseminated 
its  own  specific  standards  for  due  dili¬ 
gence)  will  be  exercised  by  lenders  in  the 
making,  servicing,  and  collecting  of  loans 
Insured  under  the  program  and  by  the 
guarantee  agency  In  the  collecting  of  de¬ 
faulted  loans  which  It  holds  (Including 
resort  to  litigation  as  appropriate  after 
payment  of  default  claims  to  a  lender) . 
The  Commissioner’s  execution  of  an 
agreement  under  this  section  shall  not 
be  construed  as  indicating  his  acceptance 
of  any  procedures  as  may  currently  be  or 
previously  have  been  employed  by  the 
guarantee  agency. 

(2)  In  connection  with  any  claim  for 
payment  on  a  loan  reinsiu^  pursuant  to 
an  agreement  imder  this  section,  the 
guarantee  agency  shall  assure  the  Com¬ 
missioner  that; 

(i)  the  terms  of  the  underlying  loan 
comply  with  all  Federal  requirements: 

(ii)  all  reasonable  efforts  by  an  eligible 
lender  (or  the  Student  Loan  Marketing 
Association)  and  by  the  guarantee 
agency  have  been  made  to  collect  that 
loan;  and 

(iii)  the  loan  is  in  default  as  defined  in 
§  177.11. 

(3)  'The  Commissioner  shall  make  pay¬ 
ments  pursuant  to  the  agreement  at 
such  times,  in  such  manner,  and  on  the 
basis  of  such  documentation  as  he  may 
from  time  to  time  prescribe.  The  Com¬ 
missioner  may  set  off  amounts  payable  to 
him  by  the  guarantee  agency  against 
amoimts  payable  by  him  to  the  guaran¬ 
tee  agency. 

(4)  After  a  pasment  respecting  a  loan 
has  been  made  by  the  Commissioner  pur¬ 
suant  to  an  agreement  under  this  sec¬ 
tion,  the  guarantee  agency  shall  pay  over 
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to  the  Commissioner,  without  deduction 
for  attorney’s  fees  or  other  collection 
costs  exceed  as  described  below,  80  per¬ 
cent  of  any  payment  made  to  the  guar¬ 
antee  agency  thereafter  in  discharge  of 
the  obligation  incurred  by  the  borrower 
(including  any  p>ayment  of  Interest  ac¬ 
cruing  on  the  loan  after  such  pajonent  by 
the  Commissioner) .  The  guarantee 
agency  may,  prior  to  computing  the 
amount  of  a  payment  due  the  Commis¬ 
sioner  imder  this  paragraph,  deduct  an 
amount  collected  from  a  borrower  which 
is  attributable  to  attorney’s  fees  incurred 
in  obtaining  a  judgment  against  the  bor¬ 
rower,  provided  that  the  amount  deduct¬ 
ed  may  not  exceed  any  provision  in  the 
judgment  for  attorney’s  fees  (or,  if  no 
provision  is  made,  25  percent  of  the  judg¬ 
ment),  and  that  any  partial  payment 
made  by  the  borrower  as  a  result  of  such 
a  judgment  may  not  be  allocated  to  at¬ 
torney’s  fees  in  a  greater  proportion  than 
a  full  payment  could,  under  this  para¬ 
graph.  be  so  allocated. 

(5)  A  guarantee  agency  shall  submit 
payments  due  the  Commissioner  pur¬ 
suant  to  paragraph  (c)  (4)  of  this  section 
within  60  days  of  the  receipt  of  such 
pa3mients. 

(6)  Nothing  in  an  agreement  made 
under  this  section  shall  be  construed  to 
require  collection  of  the  amount  of  any 
loan  by  a  lender  or  the  guarantee  agency 
from  ^e  estate  of  a  deceased  borrower, 
or  from  a  borrower  found  to  have  become 
totally  and  permanently  disabled  (as  de¬ 
termined  in  accordance  with  §  177.24) ,  or 
to  preclude  such  forbearance  (as  de¬ 
scribed  in  §  177.60,  unless  the  guarantee 
agency  has  established  its  own  specific 
standards  for  forbearance)  for  the  bene¬ 
fit  of  student  borrowers  as  is  approved 
by  the  lender  and  the  guarantee  agency. 

(7)  Loans  insured  by  the  guaranty 
agency  after  the  termination  date  of  an 
agreement  or  an  extension  of  the  agree- 
be  reinsured  only  pursuant  to  a  new 
agreement  or  an  extension  of  the  agree¬ 
ment.  In  considering  whether  to  enter 
into  a  subsequent  agreement  or  to  ex¬ 
tend  an  existing  one,  the  Commissioner 
may  take  into  account,  among  other  mat¬ 
ters  as  to  which  he  determines  that  there 
is  a  Federal  interest,  the  adequacy  of  ef¬ 
forts  made  by  lenders  under  the  guar¬ 
antee  agency’s  program  and  by  the  guar¬ 
antee  agency  to  effect  collection  of  loans 
which  have  gone  into  default,  and  the 
steps  taken  by  the  guarantee  agency  to 
make  its  program  available  to  all 
residents  of  the  State  attending  par¬ 
ticipating  institutions  and  to  make  inter¬ 
est  benefits  provided  for  under  §  177.21 
available  to  all  eligible  borrowers. 

(20  U.S.C.  1078,  1082) 

§  177.36  Records,  reports  and  inspec¬ 
tions. 

(a)  Records.  (1)  A  guarantee  agency 
must  keep  records  as  specifically  required 
by  this  part  and  as  may  be  necessary  to 
make  the  reports  described  in  paragraph 

(b)  of  this  section  and  must  retain  rec¬ 
ords  for  each  loan  for  at  least  5  years 
after  the  loan  is  paid  in  full  or  has  been 
finally  determined  to  be  uncollectible. 


These  records  must  be  as  complete  and 
accurate  as  is  necessary  to  document 
fully  the  agency’s  reports. 

(2)  A  guarantee  agency  must  require 
participating  lenders  (including  subse¬ 
quent  holders)  to  keep  records  in  con¬ 
nection  with  loans  guaranteed  by  that 
agency  as  the  Commissioner  shall  re¬ 
quire.  These  must  include  complete  and 
accurate  records  of  each  loan  account, 
reflecting  each  transaction  so  as  to  af¬ 
ford  ready  identification  of  the  borrow¬ 
er’s  account  and  status  and  containing 
full  and  proper  documentation  to  sup¬ 
port  a  claim  for  loss,  A  lender  must  re¬ 
tain  records  for  a  loan  until  such  time 
as  the  Commissioner  has  no  further  need 
for  such  records  but  for  not  less  than  5 
years  from  the  date  the  loan  has  been 
repaid  in  full  by  the  borrower  or  the 
lender  has  been  reimbursed  for  a  loss 
on  the  loan  by  the  agency. 

(b)  Reports.  (1)  The  agency  must  sub¬ 
mit  reports  to  the  Commissioner  at  such 
times  and  in  such  manner  as  he  shall 
prescribe  concerning  the  status  of  its 
reserve  fimd  and  the  operation  of  its 
loan  insurance  program,  including  peri¬ 
odic  reports  on; 

(1)  the  use  of  sums  advanced  by  the 
Commissioner  for  its  reserve  fund; 

(ii)  the  collection  and  disbursement  of 
loan  insurance  premiums  and  earnings  of 
the  reserve  fund,  and  the  payment  of  in¬ 
terest  to  lenders; 

(ill)  loans  Insured,  loans  repaid  in  full, 
loans  defaulted,  other  claims  paid,  and 
total  loans  in  repayment;  and 

(iv)  procedures  which  the  agency  has 
developed  for  the  diligent  pursuit  of  bor¬ 
rowers  from  whom  pasmients  are  due  to 
the  agency  or  its  lenders. 

(2)  The  agency  must  submit  to  the 
Commissioner  or  require  that  lenders 
(including  subsequent  holders)  submit  to 
the  Commissioner  at  such  times  and  in 
such  manner  as  he  may  prescribe,  state¬ 
ments  containing  such  information  as 
may  be  required  for  the  purpose  of  en¬ 
abling  the  Commissioner  to  determine 
the  amount  of  Interest  and  special  allow¬ 
ances  which  he  must  pay  with  respect  to 
insured  loans. 

(3)  The  guarantee  agency  must  sub¬ 
mit  to  the  Commissioner  for  his  approval, 
and  before  their  adoption,  its  forms, 
statements  of  procedure,  and  other 
materials  which  the  guarantee  agency 
proposes  to  adopt  or  revise,  and  which 
affect  the  operation  of  its  loan  insurance 
program. 

(4)  Lenders  (including  subsequent 
holders)  must  submit  to  the  agency  the 
information  necessary  for  the  agency  to 
complete  its  reports  to  the  Commissioner. 

(c)  Inspections.  (1)  A  guarantee 
agency  must  afford  the  Commissioner  (or 
other  agencies  of  the  Government  de¬ 
signated  by  the  Commissioner)  access  to 
its  records  upon  request  in  order  to  as¬ 
sure  the  correctness  of  the  reports  de¬ 
scribed  in  paragraph  (b)  of  this  section. 

(2)  A  guarantee  agency  must  provide 
in  its  agreement  with  a  lender  that  the 
lender  (including  a  subsequent  holder) 
must  afford  the  Commissioner  (or  other 
agencies  of  the  Government  designated 
by  the  Commissioner)  or  the  agency  ac¬ 
cess  to  the  lender’s  records  upon  request 


in  order  to  assure  the  correctness  of  the 
reports  required  under  paragarphs  (b) 
(2)  and  (b)  (4)  of  this  section. 

(20  U.S.C.  1072,  1078,  1082) 

Subpart  E — Direct  State  Loan  Programs 
§  177.41  Scope. 

The  Commissioner  may  pay  interest 
benefits  pursuant  to  §  177.21,  and  provide 
death  and  disability  payments  pursuant 
to  §  177.24  with  respect  to  loans  eligible 
for  interest  benefits,  on  behalf  of  eligible 
students  receiving  loans  covered  imder  a 
direct  State  loan  program,  as  that  term 
is  defined  in  §  177.3(a),  which  has  been 
approved  by  the  Commissioner  subse¬ 
quent  to  a  determination  that  it  has  met 
certain  requirements. 

(20  U.S.C.  1078,  1082,  1087) 

§  177.42  Requirements  for  payment  of 
Federal  interest  benefits  and  death 
and  disability  payments. 

(a)  Payment  of  interest  benefits  pur¬ 
suant  to  §  177.21,  and  provision  of  death 
and  disability  payments  pursuant  to 
§  177.24  with  respect  to  loans  eligible  for 
interest  benefits,  on  behalf  of  students 
receiving  loans  covered  under  a  direct 
State  loan  program  will  be  made  only  if 
the  program  has  been  approved  by  the 
Commissioner  on  the  basis  of  an  applica¬ 
tion  submitted  for  this  purpose.  No  such 
application  shall  be  approved,  nor  shall 
an  approval  once  granted  remain  effec¬ 
tive,  unless  the  program  meets  the  fol¬ 
lowing  requirements: 

(1)  The  maximum  rate  of  interest  on 
the  unpaid  principal  balance  of  any  loan 
covered  does  not  exceed  7  percent  simple 
interest  per  year,  calculated  in  accord¬ 
ance  with  §  177.12(a)  ; 

(2)  Repayment  of  any  loan  covered 
is  required  to  be  made  in  installments 
beginning  not  earlier  than  60  days  nor 
later  than  1  year  after  the  student  bor¬ 
rower  ceases  to  be  a  full-time  student  at 
an  eligible  institution  or,  if  loans  are 
available  under  the  program  for  part- 
timeistudy,  ceases  to  carry  at  an  eligible 
institution  at  least  one-half  the  normal 
full-time  academic  workload  as  deter¬ 
mined  by  the  Institution:  Provided,  how¬ 
ever,  That  in  the  case  of  correspondence 
students,  the  repayment  period  of  a  loan 
covered  is  required  to  begin  not  earlier 
than  60  days  nor  later  than  one  year 
after  the  conditions  set  in  §  177.58(a) 
(1) ,  (2) ,  or  (3)  exist; 

(3)  The  maximum  amount  of  loans  to 
any  individual  student  does  not  result  in 
an  amount  which  exceeds  any  of  the 
maximum  amounts  provided  for  in 
§  177.54: 

(4)  The  amoimt  of  any  loan  may  not 
exceed  the  student’s  cost  of  education 
for  the  period  of  the  loan  less  other  aid 
that  has  been  awarded  to  the  student; 
and 

(5)  The  Commissioner  is  satisfied  that 
the  program  will  meet  the  requirements 
of  §  177.43. 

(b)  Direct  State  loan  programs  are  en¬ 
couraged  to  adopt  the  provisions  of 
§  177.33(a)(1)  (XV). 

(c)  Loans  may  be  made  to  a  student 
borrower  in  such  installments  as  the  di- 
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rect  State  loan  program  deems  appropri¬ 
ate,  except  that  the  proceeds  disbursed 
during  a  given  semester,  quarter,  or  term 
should  not  be  greater  than  the  amount 
required  by  the  student  for  that  aca¬ 
demic  period. 

(20  UJS.C.  1078,  1082,  1087) 

§  177.43  Rt-iHircN,  reports  aiul  in*per- 
tions. 

(a)  Records.  A  direct  State  loan  pro¬ 
gram  must  keep  records  as  specifically 
required  by  this  part  and  as  may  be  nec¬ 
essary  to  make  the  reports  described  in 
paragraph  (b)  of  this  section.  In  addi¬ 
tion,  it  must  keep  complete  and  accurate 
records  of  each  loan  account,  reflecting 
each  transaction  so  as  to  afford  ready 
identification  of  the  borrower’s  accoimt 
and  status  and  containing  full  and  proper 
documentation  to  support  a  claim  for  in¬ 
terest  payment  or  loss  due  to  the  death 
or  total  and  permanent  disability  of  the 
borrower.  A  direct  State  loan  program 
must  retain  records  for  a  loan  until  such 
time  as  the  Commissioner  has  no  further 
need  for  such  records  but  for  not  less 
than  5  years  from  the  date  the  loan  has 
been  rep>aid  In  full  by  the  borrower  or, 
under  established  procedures,  has  been 
written  off  as  uncollectible. 

(b)  Reports.  Such  a  loan  program  must 
submit  reports  to  the  Commissioner  at 
such  times  and  in  such  manner  as  he 
shall  prescribe,  including  periodic  re¬ 
ports  on; 

(1)  amounts  due  from  the  Commis¬ 
sion  due  to  the  death  or  total  and  per¬ 
manent  disability  of  borrowers; 

(2)  total  loans  converted  from  In- 
school  to  repasrment  or  deferment  status; 
and 

(3)  Interest  payments  due  from  the 
Commissioner. 

(c)  Inspections.  A  direct  State  loan 
program  must  afford  the  Commissioner 
(or  other  agencies  of  the  Government 
designated  by  the  Commissioner)  access 
to  Its  records  upon  request  In  order  to 
assure  the  correctness  of  the  reports  de¬ 
scribed  In  paragraph  (b)  of  this  section. 
(20  U.S.C.  1078, 1082) 

Subpart  F — Federal  Insured  Student  Loan 
Program 

§  177.51  Circumstances  under  which 
loans  may  be  federally  insured. 

(a)  The  Commissioner  may  Insure  all 
the  loans  made  to  students  by  a  lender 
located  In  a  State  (1)  In  which  no  State 
or  private  nonprofit  guarantee  agency 
operates  a  student  loan  Insurance  pro¬ 
gram,  pursuant  to  an  agreement  with  the 
Commissioner  under  §  177.33,  or  (2)  In 
which  such  a  program  is  in  operation  but 
Is  not  reasonably  accessible,  on  the 
whole,  to  students  who  meet  the  resi¬ 
dency  requirements  of  the  program. 

(b)  The  Commissioner  may  insure 
loans  made  by  a  lender  located  in  a  State 
in  which  a  State  or  private  nonprofit 
guarantee  agency  operates  a  student  loan 
insurance  program,  pursuant  to  an 
agreement  with  the  Commissioner  under 
§  177.33,  which  is  reasonably  accessible, 
on  the  whole,  to  students  who  meet  the 
residency  requirements  of  the  program, 
only  to  the  following  extCTit : 


(1)  If  the  Ccxnmlssloner  finds  that  (i) 
no  State  or  private  nonprofit  student 
loan  insurance  program  In  <^ration  In 
the  State  Is  reasonably  accessible  to  stu¬ 
dents  at  a  participating  Institution,  as 
compared  with  students  at  other  partici¬ 
pating  institutions  over  a  comparable  pe¬ 
riod  of  time,  and  (11)  the  access  of  stu¬ 
dents  at  that  Institution  to  loans  made 
imder  this  part  would  be  significantly 
increased  if  the  Commissioner  Insured 
loans  made  in  the  State  to  students  at¬ 
tending  that  institution,  then  the  Com¬ 
missioner  may  Insure  loans  made  by 
lenders  located  in  the  State  to  studente 
attending  that  Institution.  This  para¬ 
graph  (b)(1)  would  apply,  for  example, 
if  a  participating  institution  within  the 
definition  of  “eligible  institution”  in 
§  177.11(d)  was  not  recognized  as  an  eli¬ 
gible  institution  xmder  any  such  State  or 
private  nonprofit  program  or  if  a  ma¬ 
jority  of  the  persons  enrolled  at  thO  in¬ 
stitution  were  within  the  definition  of 
“student”  in  §  177.11  (r)  but  were  not 
recognized  as  eligible  students  under  the 
State  or  private  nonprofit  program. 

(2)  If  no  State  or  private  nonprofit 
student  loan  insurance  program  in  oper¬ 
ation  In  the  State  is  accessible  to  stu¬ 
dents,  because  they  do  not  meet  the  resi¬ 
dency  requirements  of  any  such  loan  In¬ 
surance  program,  the  Cmnmlssioner  may 
Insure  loans  to  such  students. 

(3)  If  the  Commissioner  finds  that  no 
single  State  or  private  nonprofit  student 
loan  Insurance  program  In  the  State  Is 
accessible  to  substantially  all  of  the  stu¬ 
dents  to  whom  the  lender  Intends  to 
make  loans.  Insofar  as  the  residency  re¬ 
quirements  of  any  such  loan  Insurance 
prc^am  are  concerned,  the  Ccanmission- 
er  may  insure  all  the  loans  made  to  stu¬ 
dents  by  that  lender.  “Substantially  cJl 
oi  the  students  to  whom  the  lender  in¬ 
tends  to  make  loans”  means,  over  a 
12-month  period,  80  percent  of  such 
students. 

(c)  The  Commissioner  may  require,  as 
a  condition  for  insuring  loans  tmder  this 
sut^rt,  the  submission  by  the  lender  of 
such  materials  as  are  necessary  to  satisfy 
the  Commissioner  that  a  condition  de¬ 
scribed  In  paragraph  (b)  (1) ,  (2) ,  or  (3) 
of  this  section  exists. 

(20  UJ3.C.  1071, 1073) 

§  177.52  Agreements  between  eligible 
lenders  and  the  Commissioner. 

(a)  The  Commissioner  may  enter  into 
an  agreement  with  an  eligible  lender  un¬ 
der  which  losses  resulting  from  the  fail¬ 
ure  of  borrowers  to  make  repayment  on 
the  principal  amount,  or  Interest,  on 
loans  made  by  the  lender  under  this  sub- 
part  will  be  covered  by  Federal  loan  In¬ 
surance.  No  loans  shall  be  Insured  unless 
covered  by  such  an  agreement.  The 
agreement  shall  contain  such  provisions 
and  be  supported  by  such  Information  as 
the  Commissioner  may  require. 

(b)  An  agreement  under  this  section 
between  the  Commissioner  and  an  eligi¬ 
ble  lender  may  Include  (1)  a  limit  on 
the  aggregate  dollar  amount  of  loans 
made  by  the  lender  which  will  be  cov¬ 
ered  by  Federal  loan  insurance  or  (2)  a 
limit  on  the  period  during  which  the 
lender  may  continue  to  make  loans  which 


the  Commissioner  will  insure,  or  (3)  both 
of  these  tsres  of  limits.  In  determining 
whether  and  to  what  extent  to  include 
such  limits  in,  and  whether  to  enter  in¬ 
to,  an  agreement  with  such  an  eligible 
lender,  the  Commissioner  shall  consider 
the  following  criteria  (and  may  require 
submission  by  the  eligible  lender  of  such 
materials  as  are  necessary  for  the  ap¬ 
plication  of  such  criteria) : 

(i)  Whether  the  eligible  lender  has 
proposed  or  established  adequate  pro¬ 
cedure  for  making,  servicing,  and  col¬ 
lecting  of  loans; 

(ii)  Whether  the  eligible  lender  is 
capable  of  implementing,  or  is  imple¬ 
menting,  such  adequate  procedures  for 
the  making,  servicing  and  collecting  of 
loans; 

(iii)  The  prior  experience  of  the  eligi¬ 
ble  lender  in  other  tjrpes  of  lending; 

(iv)  'Ihe  financial  condition  of  the  eli¬ 
gible  lender; 

(v)  In  the  case  an  Institution  of 
higher  education,  its  accreditation  status, 
with  the  preferred  conditions  being 
either  accreditation  as  described  in 
I  177.11(1)  or  approval  by  an  advisory 
committee  appointed  by  the  Commis¬ 
sioner  as  described  in  §  177.11(1) ; 

(vl)  In  the  case  of  ui  educational  in¬ 
stitution,  whether  any  of  the  conditions 
described  in  paragraphs  (a)  through  (d) 
of  §  177.76  exist; 

(vil)  Whether  the  dollar  amount  of 
loans  made  under  this  part  to  students 
by  the  eligible  lender  which  are  in  de¬ 
fault  represents  rncHe  than  10  percent  of 
ihe  dollar  amoimt  of  all  such  loans  which 
have  reached  the  r^ayment  period; 

(vUi)  Whether  the  dollar  amount  of 
loans  made  under  this  part  to  students 
by  the  eligible  lender  which  are  30  or 
more  days  delinquent  represents  more 
than  20  percent  of  the  dollar  amoimt  of 
all  such  loans  which  are  In  ttie  repay¬ 
ment  period;  and 

(ix)  The  prior  record  of  the  eligible 
lender  in  complying  with  the  provisions 
of  this  part. 

(c)  The  Commissioner  may  revise  the 
terms  of  an  agreement  with  an  eligible 
lender  upon  the  basis  of  information  sub¬ 
sequently  received  which  bears  adversely 
on  the  eligible  lender’s  ctmacity  for  prop¬ 
erly  making,  servicing,  or  collecting  loans 
in  light  of  the  criteria  set  forth  in  para¬ 
graph  (b)  of  this  section.  'The  Commis¬ 
sioner  shall  state  reasons  for  any  such 
action  and  shall  provide  the  eligible 
lender  with  an  opportunity  to  show 
cause  why  such  action  should  not  be 
taken. 

(d)  Except  as  otherwise  approved  by 
the  Commissioner,  an  agreement  under 
this  section  with  an  eligible  lender  which 
is  an  educational  institution  shall  limit 
the  loans  made  by  such  institution  which 
will  be  covered  by  Federal  loan  insur¬ 
ance  to  those  made  to  students  who  are 
in  attendance  at  that  institution  or,  if 
deemed  appri^riate  by  the  Commis¬ 
sioner,  who  are  in  attendance  at  other 
eligible  institutions  under  the  same  own¬ 
ership  as  the  institution  or  who  are  em¬ 
ployees  (or  dependents  of  employees)  of 
the  institution. 

(20  U.S.C.  1079, 1082, 1087-1.) 
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§  177.53  Conditions  for  insurability  of 
individual  loans. 

(a)  A  loan  by  an  eligible  lender  which 
has  in  effect  an  agreement  with  the  Com¬ 
missioner  pursuant  to  §  177.52  shall  be 
insurable  under  this  subpart  only  if  made 
to  a  person  who: 

(1)  Provides  the  lender  with  a  state¬ 
ment  that  he  meets  the  requirements  of 
§177.11(r)(l)  and  with  such  other  in¬ 
formation  as  may  be  specified  on  a  form 
provided  by  the  Commissioner; 

(2)  Provides  the  lender  with  a  state¬ 
ment  from  a  participating  institution 
that  he  meets  the  remaining  require¬ 
ments  of  §  177.11  (r) ; 

(3)  Provides  the  lender  with  a  state¬ 
ment  from  such  participating  institu¬ 
tion  setting  forth  a  current  schedule  of 
tuition  and  fees  which  would  be  appli¬ 
cable  to  the  borrower,  and  the  institu¬ 
tion’s  estimate  of  the  costs  of  room,  board 
and  any  other  expenses  which  the  insti¬ 
tution  determines  to  be  necessary  to  the 
pursuit  of  the  borrower’s  education; 

(4)  Provides  the  lender  with  a  state¬ 
ment  from  such  participating  institu¬ 
tion  of  any  financial  aid  or  other  re¬ 
sources  which  have  been  awarded  to  him 
for  the  period  for  which  the  loan  is 
sought; 

(5)  Provides  to  the  lender  a  statement 
listing  the  dates,  lenders,  and  amounts 
of  other  outstfinding  loans  to  him,  in¬ 
cluding  those  which  have  been  made  im- 
der  programs  covered  by  this  part;  and 

(6)  Files  with  the  lender  an  affidavit 
pursuant  to  §  177.14. 

(b)  In  making  a  loan  under  this  sub¬ 
part,  a  lender  which  is  not  an  institution 
of  higher  education  or  a  vocational 
schoolj^  acting  in  good  faith  and  in  the 
absence  of  information  to  the  contrary, 
may  rely  upon  the  certifications  pro¬ 
vided  by  an  educational  institution  and 
upon  the  assurances  and  other  informa¬ 
tion  provided  by  a  borrower  pursuant  to 
paragraph  (a)  of  this  section.  A  lender 
which,  by  transfer  or  assignment  pur¬ 
suant  to  §  177.61,  obtains  possession  of  a 
loan  which  has  been  made  by  an  educa¬ 
tional  institution  may,  acting  in  good 
faith  and  in  the  absence  of  information 
to  the  contrary,  rely  upon  the  assurances 
and  Information  provided  by  a  borrower 
to  such  institution  pursuant  to  para¬ 
graph  (a)  of  this  section,  but  such  trans¬ 
feree  or  assignee  shall  not  be  entitled 
to  rely  upon  the  certifications  provided 
by  an  educational  institution  pursuant  to 
paragraph  (a)  of  this  section  in  the 
making  of  the  loan.  In  making  a  loan 
under  this  subpart,  a  lender  which  is  not 
an  educational  institution,  but  for  which 
the  conditions  set  forth  in  paragraph  (c) 
of  §  177.65  exist,  acting  in  good  faith  and 
in  the  absence  of  information  to  the  con¬ 
trary,  may  rely  upon  the  assurances  and 
information  provided  by  a  borrower  pur¬ 
suant  to  paragraph  (a)  of  this  section, 
but  shall  not  be  entitled  to  rely  upon  the 
certifications  of  the  educational  institu¬ 
tion  provided  thereunder. 

(20  tr  A.0. 1077,  1078,  1079,  1082,  1086,  1088g.) 


§  177.54  Limitations  on  maximum  loan 
amounts. 

(a)  Academic  year  loan  amounts.  (1) 
Except  as  provided  in  paragraph  (a)  (2) 
of  this  section,  the  Commissioner  will  not 
insure  a  loan  to  any  student  for  any 
academic  year  in  an  amotmt  which  would 
exceed  $2,500  when  added  to  the  amount 
of  other  loans  covered  by  this  part  which 
the  student  has  already  received  for  the 
same  academic  year. 

(2)  In  the  case  of  a  full-time  graduate 
or  professional  student  (or  a  full-time 
student  enrolled  in  at  least  the  third 
year  of  a  course  of  study  which  is  not 
graduate  or  professional)  engaged  in 
specialized  training  designed  to  prepare 
students  for  a  particular  vocation,  trade, 
or  career  field  and  requiring  tuition  and 
fees  that  exceed  $2,500  per  academic 
year,  the  Commissioner  will  insure  loans 
for  an  academic  year  up  to  the  amount  of 
such  tuition  and  fees,  but  in  no  event 
for  more  than  $5,000  per  academic  year 
(when  added  to  the  amount  of  other 
loans  covered  by  this  part  which  the 
student  has  already  received  for  the  same 
academic  year)  and  in  no  event  to  ex¬ 
ceed  the  aggregate  amounts  set  forth  in 
paragraph  (c)  of  this  section.  Prior  to 
approval  of  such  loans  the  Commissioner 
will  determine,  on  the  basis  of  an  appli¬ 
cation  submitted  by  an  eligible  institu¬ 
tion,  which  specialized  training  programs 
of  that  institution  qualify  for  this  higher 
loan  limit. 

(b)  Additional  limitation  on  loans  to 
correspondence  students.  In  the  case  of 
a  student  pursuing  a  correspondence 
course,  the  Commissioner  will  not  insure 
a  loan  exceeding  the  amount  of  the  con¬ 
tract  price  of  the  course.  In  the  case  of  a 
correspondence  course  which  includes  a 
period  of  required  resident  training,  the 
Commissioner  will  insure  additional  loan 
amounts  to  cover  the  cost  of  attendance 
for  that  portion  of  the  course  (as  set 
forth  in  §  177.21(a)  (4)  (iu)  (A)). 

(c)  Aggregate  amounts.  The  Commis¬ 
sioner  will  not  insme  a  loan  in  an  amount 
which,  together  with  the  unpaid  prin¬ 
cipal  amount  of  all  other  loans  to  the 
student  covered  under  this  r>art,  would 
result  in  an  aggregate  loan  amount  in 
excess  of  $7,500  in  the  case  of  a  student 
in  attendance  at  a  vocational  school  or 
as  an  undergraduate  at  an  institution  of 
higher  education  or  $10,000  in  the  case 
of  a  graduate  or  professional  student  (in¬ 
cluding  loans  made  to  such  person  before 
he  became  a  graduate  or  professional 
student) . 

(20  U.S.C.  1075,  1078,  1079,  1082.) 

§  177.55  Issuance  of  Federal  loan  insur¬ 
ance. 

(a)  Individual  application  for  insur¬ 
ance.  Each  eligible  lender  with  whom  the 
Commissioner  has  entered  into  an  agree¬ 
ment  pursuant  to  §  177.52  may  make  ap¬ 
plication  to  the  Commissioner  for  Fed¬ 
eral  loan  insurance  in  connection  with 
each  application  for  a  loan  which  the 
lender  has  determined  to  be  eligible  for 
such  insurance  coverage.  Upon  receipt  of 
such  application,  which  shall  be  filed  on 


such  form  and  in  such  manner  as  may  be 
prescribed  by  the  Commissioner,  the 
Commissioner  shall  determine  whether 
or  not  to  insure  the  loan.  If  the  loan  ap¬ 
pears  to  be  insurable,  the  Commissioner 
shall,  by  affixing  to  the  application  or 
otherwise  providing  evidence  thereof,  ad¬ 
vise  the  lender  of  such  a  finding  and  of 
the  amount  of  insurance.  Subject  to  the 
provisions  of  §  177.53(b),  such  insurance 
shall  be  understood  to  be  issued  in  reli¬ 
ance  on  the  lender’s  implied  representa¬ 
tion  that  all  requirements  for  the  initial 
insurability  of  the  loan,  including  those 
set  forth  in  §  177.51,  have  been  met.  No 
disbursement  shall  be  made  on  a  loan 
to  which  this  paragraph  applies  prior  to 
the  issuance  of  insurance. 

(b)  Comprehensive  certificate  of  in¬ 
surance.  The  Commissioner  may  issue  a 
certificate  of  comprehensive  insurance 
to  an  eligible  lender  applying  therefor 
(and  with  whom  the  Commissioner  has 
entered  into  an  agreement  pursuant  to 
§  177.52)  which  shall,  without  further 
action  by  the  Commissioner,  insure  all 
insurable  loans  made  by  that  lender,  on 
or  after  the  date  of  the  certificate  and 
before  a  specified  cutoff  date,  within  the 
limits  of  an  aggregate  maximum  amount 
stated  in  the  certificate.  Insurance  cov¬ 
erage  with  respect  to  any  loan  covered 
shall  be  conditioned  upon  compliance  by 
the  lender  with  such  requirements  (to  be 
stated  or  incorporated  by  reference  in 
the  certificate)  as  in  the  Commissioner’s 
judgment  will  best  achieve  the  purpose  of 
this  paragraph  while  protecting  the  fi¬ 
nancial  interest  of  the  United  States 
and  promoting  the  objectives  of  this  part. 
(20  U.S.C.  1073,  1075,  1077,  1079,  1080,  1082.) 

§  177.56  Insurance  premiums. 

(a)  Insurance  of  loans  under  this  sub¬ 
part  is  conditioned  on  payment  to  the 
Commissioner  by  the  lender  of  insurance 
premiums  in  an  amoimt  equal  to  one- 
fourth  of  one  percent  per  year  of  the  un¬ 
paid  principal  balance  of  each  loan  cov¬ 
ered  (excluding  interest  or  other  charges 
which  may  have  been  added  to  the  prin¬ 
cipal).  The  cost  of  insurance  premiums 
may  be  passed  on  to  borrowers  in  accord¬ 
ance  with  §  177.12(b). 

(b)  Computation  and  time  of  payment 
of  premiums.  Premiums  shall  be  payable 
in  the  amounts  and  at  the  time  specified 
in  §  177.12(b). 

(c)  Method  of  payment  of  premiums. 
The  Commissioner  may  bill  the  lender 
for  insurance  premiums  due  or  may  set 
off  insurance  premiums  payable  to  him 
by  the  lender  against  amounts  payable 
by  the  Commissioner  to  the  lender. 
When  the  Commissioner  bills  the  lender 
for  the  premium  on  a  loan,  the  insur¬ 
ance  on  that  loan  shall  cease  to  be  effec¬ 
tive  if  that  premium  is  not  paid  within 
60  days.  The  Commissioner  may  accept 
late  payment  of  a  premiiun  due,  and 
thereby  reinstate  the  insurance  on  a 
loan,  if 

(1)  The  loan  is  not  in  default  and  the 
borrower  is  not  delinquent  in  making 
installment  payments,  or 
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^  (2)  The  loan  Is  In  default,  or  the  bor¬ 

rower  Is  delinquent,  under  circumstanoes 
where  the  borrower  has  entered  Into  the 
repayment  period  and  the  loider  could 
not  reasonably  have  be«i  expected  to  be 
aware  of  this  event  wh«i  it  happened. 

(20  U.S.C.  1077,  1079,  1082  .) 

§  177.57  Disbur«iomenl  of  louu.«. 

(a)  Evidence  of  indebtedness.  (1) 
Each  Insiuuble  loan  must  be  evidenced 
by  a  promissory  note  and  by  a  disclosure 
statement  that  meets  the  requirements 
of  12  CFR  Part  226  (Truth  in  Lending) . 
The  Commissioner  shall,  from  time  to 
time,  make  available  an  approved 
promissory  note  form.  Any  substantive 
deviation  from  the  provisions  of  the  most 
current  promissory  note  form  made 
availsdjle  by  the  Commissioner  must  be 
approved  by  the  Commissioner  prior  to 
the  making  of  any  loans  to  be  evidenced 
by  a  promissory  note  containing  such  a 
deviation.  A  copy  of  each  executed  note 
and  the  required  disclosure  statement 
shall  be  supplied  to  the  student  borrower 
by  the  lender. 

(2)  The  Commissioner  may,  pursuant 
to  Subpart  H  of  this  part,  require  an 
educational  institution  that  is  a  lender 
to  utilize  a  special  promissory  note  which 
provides  that  the  student’s  obligation 
with  regard  to  the  loan  amount  is  de¬ 
pendent  upon  the  student’s  continued 
enrollment  during  the  academic  period 
for  which  the  loan  was  made  and  is  pro¬ 
portionate  to  the  percentage  of  such  pe¬ 
riod  which  he  has  completed. 

(b)  Security  and  endorsement.  A  loan 
shall  be  made  without  security  and  with¬ 
out  endorsement,  except  that  if  the  bor¬ 
rower  is  a  minor  and  his  note  would  not, 
under  applicable  local  law,  constitute  a 
valid  and  enforceable  obligation,  en¬ 
dorsement  may  be  required. 

(c)  [Reserv^l 

(d)  Disbursement  to  the  borrower 
through  an  educational  institution  by  a 
lender  which  is  not  an  educational  insti¬ 
tution.  A  lender  which  is  not  an  educa¬ 
tional  lnstituti(«  must  make  its  disburse¬ 
ments  in  the  following  manner: 

(1)  A  lender  which  is  not  an  educa¬ 
tional  institution  may  not  make  a  dis¬ 
bursement  of  any  loan  proceeds  earlier 
than  is  reasonably  necessary  to  meet  the 
purposes  for  which  the  loan  is  being 
made  and  in  no  case,  except  as  approved 
by  the  Commissioner,  earlier  than  30 
days  prior  to  the  date  on  which  the  stu¬ 
dent  is  scheduled  to  matriculate.  The 
Commissioner  may  require  that  lenders 
disburse  loans  in  multiple  installments, 
with  the  frequency  and  amount  of  such 
Installments  determined  in  a  manner  to 
be  prescribed  by  the  Commissioner.  If 
the  loan  is  covered  by  §  177.55(a),  no 
disbursement  may  be  made  on  it  prior  to 
the  Issuance  of  insurance  by  the  Com¬ 
missioner.  Each  disbursement  must  be 
made  through  a  negotiable  instrument 
payable  to  the  student  (or,  if  authorized 
by  the  student  in  writing,  jointly  to  the 
student  and  the  educational  institution 
which  he  is  to  attend)  which,  after  b^g 
presented  for  payment,  must  be  retained 
by  the  lender  in  accordance  with  §  177.66 
(a) .  The  lender,  or  an  educational  insti- 


ntOfOSEO  RULfS 

tution,  may  not  obtain  a  student's  au¬ 
thorization  to  endorse  an  instrument  of 
disbursement  on  his  behalf. 

(2)  The  lender  must  disburse  the  pro¬ 
ceeds  of  the  loan  by  transmitting  each 
ch^k  (or  other  instrument)  representing 
a  disbursement  to  the  educational  insti¬ 
tution  to  be  attended  by  the  borrower. 
The  lender  must  notify  the  borrower  in 
writing  when  any  part  of  the  loan  has 
been  disbursed.  The  Institution  must 
transmit  each  check  (or  other  instru¬ 
ment  of  disbursement)  to  the  borrower 
and,  if  the  instnunent  is  made  payable 
jointly  to  the  borrower  and  the  institu¬ 
tion.  endorse  the  instrument  on  its  own 
behalf  only  (unless  the  institution  deter¬ 
mines  that  it  does  not  have  the  adminis¬ 
trative  capability  to  endorse  the  instru¬ 
ment,  in  which  case  it  must  return  the 
instnunent  to  the  lender  with  a  state¬ 
ment  to  that  effect) .  If,  when  the  insti¬ 
tution  reecives  an  instnunent,  the  bor¬ 
rower  Is  not  matriculated  as  at  least  a 
half-time  student  (or,  if  the  instnunent 
Is  received  prior  to  the  academic  period 
for  which  the  loan  was  intended,  the  bor¬ 
rower  has  indicated  to  the  institution 
that  he  does  not  Intend  to  matriculate  as 
at  least  a  half-time  student  at  the  insti¬ 
tution  during  such  period) ,  the  Institu¬ 
tion  must,  within  30  days,  notify  the 
lender  and  return  the  Instrument  to  the 
lender.  The  institution  must  keep  such 
records  as  the  Commissioner  may  require 
with  respect  to  its  receipt  and  disposition 
of  instnunents  of  disbursement  under 
this  paragraph. 

(e)  Disbursement  directly  to  the  bor¬ 
rower  by  a  lender  which  is  an  educational 
institution.  A  lender  which  is  an  educa¬ 
tional  institution  must  make  its  disburse¬ 
ments  in  the  following  manner: 

(1)  An  eligible  institution  acting  as  a 
lender  may  not  make  a  disbursement  of 
any  loan  proceeds  to  a  student  earlier 
than  is  reasonably  necessary  to  meet  the 
purposes  for  which  the  loan  is  being 
made.  The  Cmnmissioner  shall  not  recog¬ 
nize  a  disbursement,  for  an  amount 
greater  than  that  reasonably  necessary 
to  enable  the  student  to  travel  from  his 
residence  to  the  institution,  to  a  student 
who  failed  to  matriculate  at  that  institu¬ 
tion  during  the  academic  period  for 
which  the  loan  was  made.  No  disbiu'se- 
ment  may  be  made  to  a  borrower  who  is 
not  matriculated  (or,  if  prior  to  the 
academic  period  for  which  the  loan  was 
intended,  to  a  borrower  who  has  indi¬ 
cated  to  the  institution  that  he  does  not 
intend  to  matriculate).  A  disbursement 
for  the  purpose  of  a  required  resident 
training  portion  of  a  correspondence 
course  may  not  be  made  until  the  student 
commences  resident  training.  If  the  loan 
is  covered  by  §  177.55(a),  no  disburse¬ 
ment  may  be  made  on  it  prior  to  the 
issuance  of  insurance  by  the  Commis¬ 
sioner.  If  a  disbursement  is  made  through 
a  credit  to  the  student’s  account  with  the 
institution,  the  Commissioner  shall  not 
consider  it  a  disbursement  unless  con¬ 
temporaneous  written  notice  of  the  dis- 
biusement  is  provided  to  the  student. 
If  a  disbursement  is  made  throu^^  a 
negotiable  Instrument,  the  Instrument 
must,  after  being  presented  for  payment. 


be  retained  by  the  Instituticm  in  accord¬ 
ance  with  §  177.66(a).  The  institution  . 
may  not  obtain  a  student’s  authorization 
to  ^dorse  an  Instrument  of  disburse¬ 
ment  on  his  behalf. 

(2)  Unless  otherwise  approved  or  re¬ 
quired  by  the  Commissioner,  an  eligible 
institution  shall  (except  for  loans  of  less 
than  $400)  make  disbursements  in  multi¬ 
ple  installments,  as  set  forth  in  para¬ 
graph  (e)  (2)  (i) ,  (ii)  and  (ill)  of  this 
section.  Moreover,  the  proceeds  disbursed 
for  use  during  a  given  semester,  quarter 
or  term  shall  not  be  greater  ^an  the 
amount  required  by  the  student  for  that 
academic  period,  and  the  amount  of  the 
initial  disbursement  (except  in  the  case 
of  loans  of  less  than  $400  or  amoimts 
advanced  for  travel  expenses)  shall  not 
be  greater  than  one  half  of  the  total  loan 
amoimt. 

(i)  With  regard  to  a  loan  disbursed  by 
an  educational  institution  (other  than 
for  a  program  of  study  by  correspond¬ 
ence)  to  a  student  for  a  full  academic 
year,  where  such  academic  year  consists 
of  two  or  more  academic  sessions  (e.g., 
semester,  quarter,  or  trimester) ,  the  fre¬ 
quency  of  installments  shall  coincide 
with  the  frequency  of  sessions  which 
form  an  academic  year  (e.g.  two  install¬ 
ment  disbmsements  for  those  Institutions 
utilizing  a  two  semester  system).  Dis¬ 
bursement  of  a  loan  made  to  a  student 
for  a  portion  of  the  academic  year  need 
not  be  msMie  for  less  than  a  single  session. 

(ii)  With  regard  to  a  loan  disbursed  by 
an  educational  institution  (other  than 
for  a  program  of  study  by  correspond¬ 
ence)  which  does  not  have  an  academic 
year  consisting  of  two  or  more  sessions, 
installments  shall  be  made  in  Intervals 
not  greater  than  4  months.  With  regard 
to  a  loan  made  to  a  student  for  a  period 
of  4  months  or  less,  disbursement  may 
be  made  in  a  single  pa3mient. 

(ill)  With  regard  to  a  loan  disbursed 
for  correspondence  study.  Installments 
shall  be  made  in  intervals  not  greater 
than  6  months. 

(20  U.S.C.  1077, 1079,  1082,  1087-1.) 

§  177.58  Repayment -of  loans. 

(a)  Commencement  of  repayment.  The 
note  evidencing  a  loan  shall  provide  for 
repayment  of  the  principal  amount  to¬ 
gether  with  Interest  thereon,  in  periodic 
Installments  beginning  not  earlier  than 
9  months  nor  later  than  1  year  after  the 
date  on  which  the  student  ceases  to  carry 
at  an  eligible  Institution  at  least  one- 
half  the  normal  full-time  academic 
worklosul  as  determined  by  that  institu¬ 
tion:  Provided,  however.  That  in  the  case 
of  a  correspondence  student,  the  repay¬ 
ment  period  shall  begin  not  earlier  than 
9  months  nor  later  than  1  year  after  (1) 
the  student’s  completion  of  his  program, 
or  (2)  the  expiration  of  a  60-day  period 
during  which  the  student  submits  no  as¬ 
signments  (unless  the  student,  by  sub¬ 
mitting  assignments  in  advance  of  the 
schedule  required  by  S  177.73(c) ,  has  not 
fallen  more  than  60  days  b^ilnd  such 
schedule)  or  (3)  the  expiration  of  a  60- 
day  period  following  the  normal  time 
established  by  the  school  for  the  com¬ 
pletion  of  the  program  and  cwnmunl- 
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cated  to  the  student  under  §  177.73(c), 
whichever  comes  first.  The  submission  of 
one  or  more  assignments  more  than  60 
days  after  the  previous  submission  (or, 
if  applicable,  more  than  60  days  after 
the  due  date  for  a  scheduled  assignment) 
shall  not  restore  the  in-school  status  of 
a  correspondence  student  with  respect  to 
his  loan;  Provided,  however.  That  the 
institution  may  permit  one  such  restora¬ 
tion  if  the  student  acknowledges  in  writ¬ 
ing,  within  suclT  60 -day  period,  that  he 
wishes  to  continue  his  course  of  study 
and  that  he  fully  understands  his  re¬ 
sponsibilities  to  submit  lessons  on 
a  timely  basis.  All  scheduled  installments 
must  be  for  equal  amounts  except: 

(1)  where  paragraph  (d)  or  (e)  of  this 
section  applies; 

(ii)  where  the  last  installment  is  to  be 
of  a  slightly  different  amoimt  for  com¬ 
putational  purposes;  or  ' 

(iii)  where  the  total  amount  of  loans 
made  under  this  subpart  to  the  borrower 
by  the  lender  does  not  exceed  $1,500  and 
the  installments  are  to  be  for  equal 
amounts  of  principal,  plus  interest. 

(b)  Repayment  period.  The  note  evi¬ 
dencing  a  loan  shall  provide  for  repay¬ 
ment  of  the  principal  amoimt  of  the  loan 
over  a  period  of  not  less  than  5  years  nor 
more  than  10  years  from  the  commence¬ 
ment  of  the  repayment  period,  and  over  a 
period  of  not  more  than  15  years  from 
.the  date  of  executiim  of  the  original 
promissory  note  evidencing  the  disburse¬ 
ment  of  the  loan.  Provided,  TTiat: 

(1)  Periods  of  activity  specified  in 
paragraph  (f )  of  this  section  shall  be  ex¬ 
cluded  from  determinations  of  such  5, 10, 
and  15  year  periods;  and 

(2)  The  total  of  payments  by  a  bor¬ 
rower  during  any  1  year  period  in  which 
repayment  of  principal  is  required  shall 
be,  with  respect  to  the  aggregate  amount 
outstanding  of  all  loans  to  that  borrower 
under  programs  covered  by  this  part,  at 
least  $360  or  the  balance  of  all  such  loans 
(together  with  interest  thereon) ,  which¬ 
ever  amount  is  less. 

(c)  Consequences  of  failure  of  bor- 
rower  to  attend  school.  If,  after  disburse¬ 
ment  of  a  loan,  the  lender  learns  that  the 
borrower  will  not  be,  is  not,  or  has  not 
been  a  student  at  an  eligible  Institution 
diuing  the  period  for  which  the  loan  was 
intended,  the  lender  must  at  cmce  declare 
that  pprtion  of  the  loan  not  yet  expended 
for  educational  costs  (as  set  forth  in 
S  177.21(a)  (4)  (iii)  (A) )  immediately  due 
and  payable,  although  repayment  may 
be  made  in  installments  if  necessary.  If 
the  borrower  was  otherwise  eligible  for 
interest  benefits  under  §  177.21,  no  fur¬ 
ther  interest  benefits  on  that  portion  of 
the  loan  not  yet  expended  for  educational 
costs  shall  be  payable.  In  addition,  the 
lender  must  attempt  to  collect  from  the 
borrower  the  amount  of  any  such  Inter¬ 
est  benefits  already  paid  on  the  bor¬ 
rower’s  behalf,  and  must  transmit  to  the 
Commissioner  any  such  amounts  col¬ 
lected. 

(d)  Repayment  schedule  with  increas¬ 
ing  installment  amounts.  A  lender  and  a 
borrower  with  at  least  $4,000  outstand¬ 
ing  in  loans  held  under  this  subpart  by 
that  lender  may  enter  into  an  agreement 


for  a  repasunent  schedule,  for  all  such 
loans,  providing  for  installments  which 
increase  in  amount  over  the  course  of  the 
repayment  period.  The  schedule  must 
provide  (1)  for  payments  of  principal 
and  Interest  totaling  at  least  $360  dur¬ 
ing  each  year  of  the  repayment  period, 
(2)  for  a  total  of  pasmnents  of  principal 
and  interest  during  each  year  of  the  re¬ 
payment  period  which  does  not  exceed 
the  total  of  such  payments  during  the 
preceding  year  by  a  percentage  in  excess 
of  the  corresponding  percentage  for  the 
first  year  of  the  repajnment  period  in 
which  an  increase  over  the  previous  year 
of  the  total  of  i>ayments  of  principal  and 
interest  occurs  (for  example,  if  total  pay¬ 
ments  of  $400  and  $440  are  scheduled  for 
the  first  2  years,  respectively,  the  total 
of  payments  for  any  subsequent  year  may 
not  exceed  the  total  of  payments  of  the 
year  preceding  it  by  more  than  10  per¬ 
cent)  ,  (3)  for  no  single  instalment  in  an 
amount  greater  than  three  times  Uiat  of 
any  other  installment,  and  (4)  for  con¬ 
formity  with  paragraphs  (a),  (b),  (f), 
(g),  and  (h)  of  this  section  as  to  each 
loan  to  which  the  repasnnent  schedule 
applies.  Neither  the  borrower  nor  the 
lender  may  insist  on  establishing  a  re-, 
payment  schedule  authorized  under  this 
imragraph. 

(e)  Supplementary  repayment  agree¬ 
ments.  For  a  loan  made  by  a  participat¬ 
ing  institution  as  a  lender,  and  where  a 
repayment  schedule  is  not  to  be  entered 
into  piusuant  to  paragraph  (d)  of  this 
section,  the  lender  and  the  borrower  may 
enter  into  an  agreement  supplementing 
the  equal  Installment  repayment  sched¬ 
ule  required  by  this  section  whereby  the 
lender  agrees  that  (as  between  both  the 
lender  and  borrower  and  the  lender  and 
the  Commissioner)  the  borrower  will  be 
deemed  to  meet  the  terms  of  that  repay¬ 
ment  schedule  so  long  as  the  borrower 
makes  pa3anentB  in  accordance  with  a 
separate  schedule.  Such  an  agreement 
and  sei>arate  schedule  must  provide  for 
terms  which  satisfy  the  Commissioner 
that  the  borrower  will  not  be  imduly  bur¬ 
dened  and  that  the  Commissioner  will 
not  be  subject  to  undue  liability.  No  sup¬ 
plementary  repayment  agreement  may 
be  entered  into  unless  the  lender  has  ob¬ 
tained  the  Commissioner’s  prior  ap¬ 
proval  of  its  terms.  Neither  the  borrower 
nor  the  lender  may  insist  on  establishing 
a  supplementary  repayment  agreement 
under  this  paragraph,  except  that  the 
lender  may  make  the  borrower’s  writ¬ 
ten  consent  to  the  ultimate  establish¬ 
ment  of  the  agreement  a  condition  for 
the  making  of  the  loan.  Neither  a  loan 
note  subject  to  a  supplementary  repay¬ 
ment  agreement  nor  the  agreement  it¬ 
self  may  be  transferred  or  assigned,  and 
the  note  and  the  agreement  must  pro¬ 
vide  by  their  terms  that  they  may  not 
be  transferred  or  assigned. 

(f)  Deferment.  The  note  evidencing  a 
loan  shall  provide  that  periodic  install¬ 
ments  of  principal  need  not  be  paid,  but 
Interest  shall  accure  and  be  paid  by  the 
borrower  (unless  the  borrower  is  eligible 
under  §  177.21  for  Federal  Interest  bene¬ 
fits),  during  any  period  (1)  in  which  the 
borrower  is  pursuing  a  full-time  course 


of  study  at  a  participating  institution, 

(2)  not  in  excess  of  3  years,  in  which  the 
borrower  is  a  member  coi  active  duty  of 
the  Armed  Forces  of  the  United  States, 

(3)  not  in  excess  of  3  years  in  which  the 
borrower  is  in  service  as  a  volimter  imder 
the  Peace  Corps  Act  or  (4)  not  in  excess 
of  3  years  in  which  the  borrower  is  in 
service  as  a  full-time  volunteer  imder 
Title  I  of  the  Domestic  Volimteer  Service 
Act  of  1973.  Where  repayment  of  the 
loan  is  deferred  under  this  paragraph 
the  period  of  deferment  shall  not  be  in¬ 
cluded  in  the  minimum  and  maximum 
periods  allowed  f*r  repayment  of  the  loan 
under  paragraph  (b)  of  this  section. 

(g)  Student’s  liability  for  interest.  The 
student  borrower  shall  not  be  liable  for 
any  portion  of  the  interest  on  the  loan 
note  which  is  payable  by  the  Commis¬ 
sioner.  and  the  lender  may  not  collect  or 
attempt  to  collect  such  portion  of  the 
interest  from  the  borrower.  Interest  not 
payable  by  the  Commissioner  shall  be 
payable  in  installments  over  the  period 
of  the  loan,  except  that,  if  provided  in 
the  note.  Interest  payable  by  the  student 
may  be  deferred  until  not  later  than  the 
date  upon  which  payment  of  the  first  in¬ 
stallment  of  principal  falls  due,  in  which 
case  interest  that  has  so  accrued  during 
that  period  may  be  added  on  that  date  to 
the  principal. 

(h)  Prepayment.  The  note  evidencing 
a  loan  shall  provide  that  the  student 
borrower  may  at  any  time  prepay  the 
whole  or  any  part  of  the  loan  without 
penalty. 

(20  UJ3.C.  1077,  1078,  1079,  1082;  42  U.S.C. 
5055(e).) 

§  177.59  Due  diligence. 

(a)  General.  A  lender  must  exercise 
reasonable  care  and  diligence  in  the 

’  making,  servicing,  and  collection  of  loans 
insured  under  this  subpart.  A  lender  will 
be  Considered  to  have  exercised  due  dil¬ 
igence  only  if  It  utilizes  loan  procedures 
comparable  to  those  generally  in  use  by 
commercial  lenders  for  loans  of  com¬ 
parable  amounts  which  are  not  covered 
by  loan  insurance  and,  in  addition,  c(xn- 
plies  with  the  specific  requirements  of 
this  section.  A  lender  may  not  accept  a 
loan  on  transfer  or  assignment  (includ¬ 
ing  assignment  as  security)  unless  it  has 
reasonably  determined  that  due  diligence 
has  been  exercised  with  respect  to  that 
loan  prior  to  the  transfer  or  assignment. 
The  delegation  of  functions  to  a  servic¬ 
ing  agency  or  other  party  does  not  re¬ 
lieve  the  lender  or  subsequent  holder  of  a 
loan  of  its  responsibilities  under  this 
section. 

(b)  Loan  origination.  Ihe  loan  orig¬ 
ination  process  includes  such  functions 
as  processing  of  necessary  forms,  the  ap¬ 
proval  of  a  borrower  for  a  loan,  the  deter¬ 
mination  of  a  loan  amount,  the  explain¬ 
ing  to  the  borrower  his  responsibilities 
under  the  loan,  and  the  disbursement 
of  loan  proceeds.  Except  as  provided 
.in  §  177.57  and  §  177.59(b)  (3)  (ii),  loan 
origination  functions  may  not  be  dele¬ 
gated  to  a  servicing  agency  or  other 
party. 

(1)  Processing  of  necessary  forms.  Be¬ 
fore  considering  a  prospective  borrower 
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for  a  loan,  the  lender  must  « subject  to 
§  177.53cb) )  determine  that  all  required 
forms  have  been  accurately  completed 
by  the  lender  itself,  the  borrower  (and, 
where  applicable,  his  parents  and 
spouse),  and  the  educational  institution. 
The  lender  must  not  ask  the  borrower  to 
sign  any  form  before  all  information  re¬ 
quested  of  the  borrower  on  such  form 
has  been  supplied. 

(2>  Approval  of  borrower  and  deter¬ 
mination  of  loan  amount.  A  loan  may  be 
made  only  to  an  eligible  student  (as  de¬ 
fined  in  §  177.11(r)  >.  except  that  in  de¬ 
termining  whether  a  person  is  a  student 
a  lender  may  rely  on  statements  of  the 
borrower  and  the  educational  institu¬ 
tion  pursuant  to  §  177.53 (b  > .  In  addition, 
except  as  may  be  specifically  authorized 
by  the  Commissioner,  a  loan  may  not  be 
made  to  a  borrower  unless  (i)  the  bor- 
row'er  or  at  least  one  of  his  parents  re¬ 
sides  within  the  lender’s  normal  trade 
area,  (ii)  the  borrower  or  at  least  one  of 
his  parents  has  a  prior  business  relation¬ 
ship  with  the  lender,  or  (hi)  the  bor¬ 
rower  will  be  attending,  during  the  pe¬ 
riod  for  which  the  loan  is  intended,  an 
educational  institution  located  within 
the  lender’s  normal  trade  area.  A  parti¬ 
cipating  institution  acting  as  a  lender 
may,  except  as  otherwise  approved  by 
the  Commissioner,  make  loans  only  to 
students  described  in  5  177.52(d).  In 
determining  the  amount  of  the  loan  to  be 
made  (within  the  limitations  of  §  177.- 
54 ) ,  the  lender  should  review  the  data  on 
cost  of  education,  and  on  other  amounts 
of  financial  aid  that  have  been  awarded 
to  the  student,  for  the  intended  loan 
period,  which  is  provided  by  the  educa¬ 
tional  institution  on  the  loan  applica¬ 
tion  form.  In  no  case  may  the  loan 
amount  exceed  the  student’s  cost  of  ed¬ 
ucation  for  the  period  of  the  loan  less 
other  aid  that  has  been  awarded  to  the 
student.  If  there  is  a  significant  dif¬ 
ference  between  the  cost  of  education 
and  other  aid  (including  the  amount  of 
the  loan  to  be  made  by  the  lender) ,  the 
lender  is  encouraged  to  try  to  determine 
how  the  student  will  finance  the  dif¬ 
ference. 

<3)  Borrower  orientation — (i)  General 
rule.  Prior  to  making  its  first  loan  to  a 
particular  student  under  this  subpart,  a 
lender  must  have  one  of  its  employees 
meet  w'ith  the  student  in  person  (not  by 
mail  or  telephone)  to  ensure  that  the 
student  understands  the  terms  and  con¬ 
ditions  of  the  loan  and  the  repayment 
and  other  responsibilities  incurr^  there¬ 
under.  A  record  as  to  the  matters  dis¬ 
cussed  at  the  meeting,  the  name  of  the 
employee  conducting  it,  and  the  date  of 
the  meeting  must  be  signed  by  the  stu¬ 
dent  and  kept  by  the  lender,  with  a  copy 
provided  to  the  student.  If  a  default 
claim  is  filed  with  respect  to  the  loan, 
a  copy  of  this  record  must  be  Included 
in  the  documentation  submitted  to  the 
Commissioner,  whether  the  default  claim 
is  filed  by  the  original  lender  or  a  sub¬ 
sequent  holder.  No  one  meeting  may  be 
conducted  for  more  than  five  students. 

(ii)  Agency  or  instrumentality  of  a 
State.  An  agency  or  instrumentality  of  a 
State,  acting  as  a  lender,  may  have  the 


meeting  required  by  paragraph  tb)(3) 

(i)  of  this  section  conducted  by  an  agent 
other  than  an  employee.  However,  the 
State  agency  or  instrumentality  shall 
have  the  same  responsibilities  with  re¬ 
gard  to  a  record  of  the  meeting  as  if  an 
employee  conducted  the  meetmg. 

(iii)  Exception  for  cases  of  borrower 
hardship.  The  Commissioner  may  waive 
the  requirement  for  a  meeting  in  para¬ 
graph  (b)  (3)  (i)  of  this  section  if  he  de¬ 
termines  that  to  require  the  meeting 
would  create  serious  financial  or  other 
personal  hardship  for  an  individual  stu¬ 
dent.  However,  no  such  waiver  .shall  be 
made  in  order  to  enable  a  lender  to  rou¬ 
tinely  make  loans  to  students  not  resid¬ 
ing  within  its  normal  trade  area.  If  the 
Commissioner  waives  the  requirement  for 
a  meeting  in  a  particular  case  the  lender 
must,  prior  to  making  a  loan,  transmit 
to  the  student  a  statement,  provided  or 
approved  by  the  Commissioner,  as  to  the 
terms  and  conditions  of  the  loan  and  the 
responsibilities  which  the  borrower  in¬ 
curs  under  the  loan.  A  copy  of  such  a 
statement  must  be  dated  and  signed  by 
tJhe  student,  returned  to  the  lender,  and 
kept  by  the  lender  in  lieu  of  the  record  of 
the  meeting  which  would  otherwise  be 
required. 

(4)  Disbursement  of  loan  proceeds. 
Disbursement  of  the  loan  proceeds  must 
be  made  in  accordance  with  the  provi¬ 
sions  of  §  177.55  and  §  177.57.  The  lender 
must  assure  that  the  borrower  is  familiar 
with  the  manner  in  w'hich  the  interest 
that  accrues  prior  to  the  beginning  of 
the  repayment  period  is  to  be  paid. 

(c)  Loan  servicing — (1)  Student  liabil¬ 
ity  for  interest.  The  student  borrower 
shall  not  be  charged  for  any  portion  of 
the  interest  on  the  loan  note  in  a  manner 
not  authorized  under  5  177.58(g).  Inter¬ 
est  that  accrues  during  forbearance 
periods  may  not  be  added  to  the  prin¬ 
cipal  amount  of  the  loan  when  repay¬ 
ment  resumes. 

(2)  A  lender  must  maintain  records  of 
all  events  affecting  a  loan  that  occur 
while  it  is  the  holder  of  the  loan,  includ¬ 
ing  change  of  the  borrower’s  address  or 
status  as  at  least  a  half-time  student, 
eligibility  of  the  borrow’er  for  deferment 
of  repayment  of  principal,  payments  and 
prepayments,  and  transfers  of  the  loan. 

(3)  A  lender  must  file  on  a  timely 
basis  such  reports  as  the  Commissioner 
may  require  concerning  a  loan  insured 
under  this  subpart,  such  as  the  Lender’s 
Manifest  for  Federally  Insured  Loans 
(OE  Form  1151),  Lender’s  Request  for 
Payment  of  Interest  on  Student  Loans 
(OE  Form  1166),  Lender’s  Annual  Re¬ 
port  on  Guaranteed  Student  Loans  Out¬ 
standing  (OE  Form  1166-2) ,  Loan  Trans¬ 
fer  Statement  (OE  Form  1074)  and  the 
Loan  Transaction  Statement  (OE  Form 
1199). 

(4)  A  lender  must  respond  on  a  timely 
basis  to  written  inquiries  and  other  com- 
mtmications  of  the  borrower  and  any 
proper  endorser.  A  lender  must  make 
(M)ntact  with  a  borrower  at  least  once  a 
year  prior  to  the  commencement  of  the 
repayment  period,  in  order  to  ascertain 
the  borrower’s  curent  student  enoUment 
status  and  address  and  to  remind  the 


borrower  that  he  has  a  loan  obligation 
outstanding.  This  requirement  will  be 
considered  to  be  satisfied  for  any  year 
if  during  that  year  the  borrower  submits 
an  application  for  another  loan  from  the 
lender. 

(5)  When  a  lender  determines  or  has 
reason  to  believe  that  a  borrower  is  no 
longer  enrolled  at  an  eligible  institution 
on  at  least  a  half-time  basis,  the  lender 
must  promptly  contact  the  borrower  in 
order  to  establish  the  terms  of  repay¬ 
ment.  Terms  of  repayment  must  be  es¬ 
tablished  by  using  OE  Form  1171  (Pro¬ 
missory  Note-Installment)  or  a  similar 
insturment,  either  of  which  must  be 
signed  by  the  borrower  and  be  made  a 
part  of.  and  subject  to  the  terms  of,  the 
borrower’s  original  promissory  note  (OE 
Form  1164  or  a  similar  instrument)  for 
the  loan.  The  original  promissory  note 
must  not  be  sun-endered  to  the  borrower 
until  the  loan  is  paid  in  full,  at  which 
time  both  the  promissory  note  and  the 
repayment  instrument  must  be  surren¬ 
dered  to  the  borrower.  In  establishing 
repayment  terms,  the  current  and  poten¬ 
tial  income  and  financial  obligations  of 
the  borrower  should  be  taken  into  con¬ 
sideration,  with  the  schedule  of  pay¬ 
ments  designed  to  retire  the  loan  obli¬ 
gation  as  r;oon  as  possible  ( within  the  lim¬ 
itations  of  '  177.58),  without  leading  to 
default  by  the  borrower  due  to  his  inabil¬ 
ity  to  make  payments.  Borrowers  should 
be  encouraged  (although  they  must  be 
m'lde  aware  that  thev  are  not  required » 
to  make  such  payments  as  are  possible 
during  the  period  before  payment  is  le¬ 
gally  required,  so  as  to  reduce  their  over¬ 
all  indebtedness  and  subsequent  interest 
charges. 

(d>  Collection  of  loans.  <1)  A  lender 
must  exercise  reasonable  care  and  dili¬ 
gence  in  the  collection  of  loans  insured 
—  under  this  subpart,  not  only  with  regard 
to  borrowers  but  with  regard  to  en¬ 
dorsers  whose  signatures  were  obtained 
pursuant  to  §  177.57(b).  A  lender  must 
utilize  collection  practices  no  less  ex¬ 
tensive  and  forceful  than  those  gener¬ 
ally  in  use  by  commercial  lenders  for 
loans  of  comparable  amounts  which  are 
not  covered  by  loan  insurance,  except 
that  litigation  for  collection  purposes  is 
not  required  (although  it  is  authorized 
under  paragraph  (d)  ( 10)  of  this  section) 
and  except  in  cases  of  death  or  perma¬ 
nent  and  total  disability  of  the  borrower. 

(2)  A  lender  must  respond  on  a  timelv 
basis  to  written  inquiries  and  other  com¬ 
munications  of  the  borrower  and  any 
proper  endorser.  When  a  borrower  is  de¬ 
linquent  in  making  a  payment,  the  lender 
must  remind  him  of  his  repayment  obli¬ 
gation  through  a  series  of  notices,  letters, 
telephone  calls,  or  personal  contacts  at 
intervals  of  not  greater  than  10  days, 
commencing  not  later  than  10  days  after 
the  initial  date  of  delinquency.  These 
contacts  should  become  progressive!/ 
more  firm  in  tone.  If  such  efforts  are  un¬ 
successful,  they  must  be  repeated  with 
respect  to  any  proper  endorser  on  the 
loan. 

(3)  The  continued  mailing  of  a  series 
of  notices  or  letters  to  the  same  address 
when  it  becomes  clear  that  the  borrower 
(or  endorser)  no  longer  resides  there  is 
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not  due  diligence.  A  lender  must  attempt 
to  ascertain  the  correct  address  through 
the  use  of  normal  commercial  collection 
techniques,  including  contracting  any  en¬ 
dorser  or  other  individual  named  on  the 
borrower’s  loan  application  and  any 
other  loan  documents  in  the  lender’s  pos¬ 
session. 

(4)  If  a  loan  becomes  60  days  delin¬ 
quent,  the  lender  must  request,  by  sub¬ 
mitting  OE  Form  1249-1  (Request  for 
Collection  Assistance  under  Federal  In¬ 
sured  Student  Loan  Program) ,  pre-claim 
assistance  from  the  Office  of  Education. 
If  a  loan  ultimately  goes  into  default,  a 
default  claim  will  not  be  honored  unless 
pre-claim  assistance  had  been  requested. 

A  request  for  such  assistance  results  in 
attempts  to  locate  the  borrower  (if  his 
address  is  unknown)  and  in  a  series  of 
letters  being  sent  to  the  borrower  and 
other  sources  in  order  to  persuade  the 
borrower  to  contact  the  lender.  A  lender 
will  be  advised  in  writing  of  these  efforts 
and  must  notify  the  Office  of  Education, 
in  a  manner  approved  by  the  Commis¬ 
sioner,  of  the  success  or  lack'of  success  of 
pre-claim  assistance  for  a  loan. 

(5)  A  lender  is  encouraged  to  grant 
forbearance,  pursuant  to  §  177.60,  for  the 
benefit  of  the  borrower  where  unemploy¬ 
ment,  health,  or  other  personal  problems 
affect  the  boirower’s  ability  to  make  cur¬ 
rent  payments. 

(6)  If  the  borrower’s  address  is  known 
or  suspected,  the  lender  must  send  a  final 
demand  letter  to  the  borrower  not  less 
than  30  days  prior  to  filing  a  default 
claim.  The  same  rule  applies  as  to  a 
proper  endorser.  The  lender  must  allow 
the  borrower  or  endorser  at  least  30  dasrs 
to  respond  to  the  final  demand  letter. 
Where  the  lender  has  no  information  as 
to  the  borrower’s  (or  endorser’s)  current 
address,  a  final  demand  letter  is  not 
required. 

(7)  A  lender  must  maintain  a  payment 
history  for  each  borrower,  showing  the 
date  and  amount  of  each  pa3mient  re¬ 
ceived  from  or  on  behalf  of  the  borrower 
(or  a  proper  endorser)  over  the  life  of 
his  loan  or  loans.  Such  a  payment  his¬ 
tory  must  also  Indicate  the  amount  of 
each  payment  which  is  attributable  to 
principal  and  Interest,  respectively. 

(8)  A  lender  must  also  maintain  a  col¬ 
lection  history  for  each  borrower,  show¬ 
ing  the  date,  nature,  and  results  of  each 
contact  made  with  the  borrower  (and 
any  proper  endorser)  for  collection  of  a 
delinquent  loan.  Copies  of  all  corre¬ 
spondence  addressed  to  or  received  from 
the  borrower  and  endorser  must  be 
included. 

(9)  Paragraphs  (d)  (1)  through  (6)  of 
this  section  shall  not  apply; 

(i)  after  it  has  been  determined,  or 
while  a  lender  is  seeking  to  have  a  deter¬ 
mination  made,  pursuant  to  §  177.62, 
that  a  borrower  has  died  or  become 
totally  and  permanently  disabled:  or 

(ii)  after  it  has  been  determined  that 
the  borrower  has  been  adjudicated  a 
bankrupt;  or 

(ill)  after  it  has  been  determined  that 
any  of  the  conditions  for  filing  a  default 
claim  without  collection  efforts,  as  set 
forth  in  8  177.63  and  8  177.65(b),  exist 


(10)  Upon  default  (as  defined  in 
8  177.11(b))  by  a  borrower  and  upcm  a 
determination  by  the  lender  that  the 
borrower  has  the  ability  to  repay  his 
loan,  even  though  the  collection  efforts 
required  by  paragraphs  (d)  (1)  through 
(4)  and  (d)  (6)  of  this  section  have  teen 
unsuccessful,  the  lender  may  bring  suit 
against  the  borrower  (and  against  any 
proper  endorser)  to  recover  the  amount 
of  the  unpaid  principal  and  interest  to¬ 
gether  with  reasonable  attorney’s  fees, 
provided  that  prior  to  bringing  suit  the 
lender  has: 

(i)  obtained  the  prior  approval  of  the 
Commissioner  (which  may  be  sought  in 
anticipation  that  the  collection  efforts 
required  by  paragraphs  (d)  (1)  through 
(4)  and  (d)  (6)  of  this  section  will  be 
unsuccessful) ,  and 

(11)  provided  notice  to  the  borrower 
that  such  approval  has  been  obtained, 
that  suit  will  be  brought  unless  the  bor¬ 
rower  cures  the  default  (or,  if  the  lender 
so  demands,  repays  his  loan  in  full) ,  and 
that  the  lender  will  se^  a  judgment 
under  which  the  borrower  will  be  legal¬ 
ly  liable  for  pasunent  of  reasonable  at¬ 
torney’s  fees  in  addition  to  the  impaid 
principal  and,interest.  Such  notice  must 
be  mailed  to  the  borrower  by  certified 
mall,  return  receipt  requested.  The  lend¬ 
er.  may  bring  suit  if  the  borrower  does 
not  meet  the  terms  of  the  lender’s  de¬ 
mand  for  payment  within  10  days  fol¬ 
lowing  the  date  of  delivery  to  the  bor¬ 
rower  indicated  on  the  receipt.  Payments 
received  by  a  lender  in  satisfaction  of  a 
judgment  may  first  be  applied  to  rea¬ 
sonable  attorney’s  fees,  whether  or  not 
the  judgment  makes  provision  for  such 
fees.  The  Commissioner  will  normally 
approve  a  request  of  a  lender  for  au¬ 
thorization  to  bring  suit  under  this  par- 
agraF^i  if  he  is  satisfied  that  the  bor¬ 
rower  has  the  ability  to  repay  his  loan, 
and  that  the  collection  efforts  required 
by  paragraphs  (d)(1)  throu^  (4)  and 
(d)  (6)  of  this  section  have  been,  or  will 
be,  mstde  prior  to  the  bringing  of  suit. 

(20  U.S.C.  1079,  1080,  1082,  1087) 

§  177.60  Forbearance. 

(a)  Nothing  in  this  subpart  shall  be 
construed  to  preclude  any  forbearance 
for  the  benefit  of  the  student  borrower, 
as  to  the  terms  of  repayment  of  a  loan 
insured  under  this  subpart,  which  may 
be  agreed  upon  in  writing  by  the  bor¬ 
rower  and  lender,  provided  that  such 
forbearance  is  approved  by  the  Commis¬ 
sioner.  The  Commissioner  hereby 
approves  any  forbearance  for  the 
benefit  of  the  borrower  which  may 
be  agreed  upon  in  writing  by  the  bor¬ 
rower  and  lender  and  which  results  in 
repayment  terms  consistent  with  the 
provisions  of  8  177.58  (paragraphs  (a) 
through  (c)  and  (f )  through  (h) ) .  How¬ 
ever.  forbearance  may  not  be  used  as  a 
means  of  curing  a  delinquent  or  de¬ 
faulted  account.  If  payments  of  Interest 
are  forborne,  they  may  not  be  added  to 
the  principal  amount  of  a  loan. 

(b)  The  Commissioner  may  enter  into 
an  agreement  with  a  lender  to  permit 
the  lender,  without  further  approval  by 
the  Commissioner,  to  exercise  forbear¬ 


ance  in  accordance  with  the  following 
terms: 

(1)  The  lender  must  reasonably  be¬ 
lieve  that  the  borrower  Intends  to,  and 
will,  repay  his  loan  but  is  financially  im- 
able  to  make  payments  currently  in  ac¬ 
cordance  with  the  terms  of  the  loan 
note.  The  basis  for  this  belief  must  be 
reduced  to  writing  and  maintained  in 
the  lender’s  records. 

(2)  The  agreement  between  the  bor¬ 
rower  and  the  lender  must  be  made  on  a 
form  provided  or  approved  by  the  Com¬ 
missioner  and  must  bear  the  borrower’s 
signature  as  well  as  that  of  an  author¬ 
ized  official  of  the  lender. 

(3)  The  borrower  may  be  permitted 
to  defer  payments  altogether,  or  to  make 
payments  of  principal  and  interest  at  a 
rate  less  than  that  required  by  §  177.58 
(b)(2),  for  a  period  of  not  more  than  6 
months  where  the  holder  of  the  note  is  a 
participating  institution,  an  insurance 
company,  a  pension  fund,  or  an  agency 
or  instrumentality  of  a  State,  or  for  a 
period  of  not  more  than  1  year  in  the 
case  of  other  holders. 

(4)  If  the  agreement  between  the  bor¬ 
rower  and  the  lender  provides  for  defer¬ 
ment  of  all  payments  for  a  period  of 
more  than  2  months,  the  lender  must 
contact  the  borrower  at  least  every  2 
months  during  the  period  of  forbearance 
in  order  to  remind  the  borrower  of  his 
outstanding  obligation  to  repay. 

(5)  The  agreement  between  the  lender 
and  the  C(»nmlssloner  may  be  terminated 
by  the  Commissioner  upon  a  finding  that 
the  lender  has  failed  to  comply  with  the 
provisions  of  this  section. 

(c)  If  a  lender  havihg  an  agreement 
with  the  Commissioner  imder  paragraph 
(b)  of  this  section  determines  that  a  bor¬ 
rower  intends  to.  and  wiU,  repay  his  loan 
but  is  financially  unable  to  make  pay¬ 
ments,  in  accordance  with  the  terms  of 
the  loan  note,  at  the  conclusion  of  the 
period  of  forbearance  authorized  in  para¬ 
graph  (b)  (3) .  the  lender  may  request  ap¬ 
proval  from  the  Commissions  of  an  ex- 
tensicm  of  the  period  of  forbearance.  An 
extension  of  a  period  of  forbearance  will 
not  be  approved  for  a  period  in  excess  of 
six  months,  but  subsequent  extenslcms 
may  be  applied  for  in  the  same  manns 
as  the  first  extension. 

(20  U.S.C.  1080,  1082) 

§  177.61  Transfers  of  insured  loans. 

(a)  A  note  evidencing  a  loan  Insured 
imder  this  subpart  may  not  be  trans¬ 
ferred  or  assigned,  including  assignment 
as  security,  except  to  another  eligible 
lender  or  the  Student  Loan  Marketing 
Association  and  in  a  manner  not  pro¬ 
hibited  by  8  177.13,  8  177.58(e),  or  this 
section.  (The  words  “transfer”  and  “as¬ 
sign”  are  used  interchangeably  herein.) 
A  transferee  or-asslgnee  filing  a  default 
or  other  claim  must  provide  the  same 
documentation,  pmrsuant  to  8  177.64,  that 
would  be  required  if  the  original  lender 
were  filing  the  claim. 

(b)  A  loan  note  transferred  from  one 
lender  to  another  must  bear  effective 
words  of  assignment  from  the  transf«t;r 
to  the  transferee,  signed  and  dated 
clearly  by  an  authorized  official  of  the 
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transferor,  an  autliorized  official  of  the 
transferee  and  any  third  part  involved 
in  arranging  the  transfer.  No  loan  note 
may  be  transferred  or  assigned.  Including 
assignment  as  security  (but  not  Includ¬ 
ing  the  return  to  the  pledgor  of  a  locm 
note  held  as  security) ,  if  the  transferee 
has  not  reasonably  determined,  as  docu¬ 
mented  in  its  records,  that  the  note  rep¬ 
resents  a  loan  actually  disbursed  to  a 
student  and  that  due  diligence  (as  de¬ 
scribed  in  §  177.59)  has  been  exercised 
with  respect  to  that  loan  prior  to  the 
transfer  or  assignment.  Nor  may  a  loan 
note  be  transferred  or  assigned,  includ¬ 
ing  assignment  as  secmdty  (but  not  in¬ 
cluding  the  return  to  the  pledgor  of  a 
loan  note  held  as  security) ,  if  either  the 
transferor  or  transferee  has  knoweldge 
that  the  borrower  did  not  attend  a  par¬ 
ticipating  institution  during  the  period 
for  which  the  loan  was  intended,  that  the 
borrower  is  delinquent  on  any  install¬ 
ment  pasonent  or  is  in  default,  or  that 
other  defects  affecting  the  insurability  of 
the  loan  exist.  The  transferor  of  a  loan 
note  (unless  returning  a  loan  note  held 
as  security)  must  certify,  on  a  form  pro¬ 
vided  or  approved  by  the  Commissioner, 
that  to  the  best  of  its  knowledge  none 
of  the  ccmditions  described  in  the  pre¬ 
ceding  sentence  as  precluding  tranters 
exist.  The  transferor  must  also  indicate 
on  such  form  whether,  to  its  knowledge, 
the  loan  was  originally  made  by  a  lender 
having  a  special  relationship  with  an 
educational  institution  (as  described  in 
S  177.65(c)),  and  whether,  to  its  knowl¬ 
edge,  the  educational  institution  att^ded 
by  the  student  borrower  has  closed,  be¬ 
come  insolvent,  or  become  involved  in 
bankruptcy  proceedings. 

(c)  The  Commissioner  shall  be  noti¬ 
fied  of  any  assignment  of  a  note  insured 
vmder  this  subpart  if  the  right  to  receive 
interest  payments  has  also  been  assigned. 
The  borrower  shall  be  notified  of  the  as¬ 
signment  of  any  note  insured  tmder  this 
subpart  if  the  assignment  results  in  his 
being  required  to  make  installment  pay¬ 
ments  or  direct  other  matter^  connect^ 
with  the  loan  to  another  party.  Such  no¬ 
tice  to  the  borrower  shall  contain  a  clear 
statement  of  all  of  the  borrower’s  rights 
and  obligations,  both  as  to  the  assignor 
and  the  assignee,  including  a  statement 
regarding  the  consequences  of  any  pay¬ 
ments  made  to  the  assignor,  or  any  prior 
holder  of  the  loan,  subsequent  to  receipt 
of  the  notice  and,  if  applicable,  the  effect 
of  the  ass^nment  on  any  authorization 
previously  signed  by  the  borrower  with 
respect  to  payment  of  refimds  due  imder 
§  177.73. 

(d)  The  approval  of  the  Commissioner 
is  required  prior  to  transfer  or  assign¬ 
ment  of  a  note  to  any  eligible  lender 
which  has  not  entered  into  an  agree¬ 
ment  with  the  Commissioner  pursuant  to 
this  subpart.  The  Commi^ioner  shall  ap¬ 
prove  such  transfer  or  assignment  only 
if  he  is  satisfied  that  one  or  more  of  the 
parties  to  the  transfer  or  assignment  will 
comply  with  all  of  the  requirements  ap¬ 
plicable  to  lenders  imder  this  part. 

(e)  The  insurance  coverage  on  loan 
notes  transferred  or  assigned  in  accord¬ 


ance -with  the  provisions  of  this  section 
shall  remain  in  full  force  and  effect.  Any 
matters  required  of  lenders  in  order  to 
perfect  default  claims  may  be  performed 
by  the  transferee  or  assignee. 

(f)  Except  as  limited  by  S  177.13,  this 
section  shall  not  preclude  a  transferee 
of  a  loan  note  insured  under  this  sdb- 
part  from  obtaining  a  warranty  fnxn  the 
transferor  of  such  loan  note  covering 
future  reductions  by  the  Commissioner, 
in  computing  the  amount  of  insurable 
loss,  if  any,  on  a  default  claim  filed  on 
such  loan. 

(20  U.S.C.  1079,  1080,  1082) 

§  177.62  CancellalMtn  iif  loan  fur  death 
or  disability. 

(a)  Death.  If  a  borrower  dies,  his  ob¬ 
ligation  to  make  any  further  payments  of 
principal  and  interest  on  a  loan  insured 
imder  this  subpart  is  cancelled.  The  hold¬ 
er  of  the  loan  may  not  attempt  to  collect 
on  the  loan  from  an  endorser  or  the  bor¬ 
rower’s  estate.  The  holder  may  make  a 
determination  that  a  borrower  has  died 
on  the  basis  of  a  death  certificate  or  such 
other  official  proof  as  is  conclusive  under 
applicable  State  law.  If  a  death  certifi¬ 
cate  or  such  other  official  proof  is  not 
available,  the  borrower’s  obligation  on 
his  loan  may  be  cancelled  on  account  of 
death  only  upon  a  determination  by  the 
Commissioner  on  the  basis  of  such  other 
evidence  of  death  as  he  may  find  conclu¬ 
sive.  The  holder  shall  return  any  pay¬ 
ments  received  from  the  estate  of  the 
borrower  or  paid  on  behalf  of  the  bor¬ 
rower  after  the  determination  of  death 
is  made. 

(b)  Disability.  If  a  boiTOwer  becomes 
totally  and  permanently  disabled,  as 
defined  in  §  177.1  l(s),  his  obligation 
to  make  any  further  payments  of  prin¬ 
cipal  and  Interest  on  a  loan  insured  tm- 
der  this  subpart  is  cancelled.  The  holder 
of  the  loan  may  not  attempt  to  collect 
on  (he  loan  from  the  borrower  or  an  en¬ 
dorser  once  there  is  reason  to  believe 
that  a  borrower  has  become  totally  and 
permanently  disabled.  The  Commis¬ 
sioner  shall  determine  whether  a  bor¬ 
rower  has  become  totally  and  perma¬ 
nently  disabled  on  the  basis  of  current 
(i.e.,  no  older  than  4  months  prior  to  the 
date  of  submission  of  the  request  for 
cancellation)  medical  evidence  supplied 
by  the  lender  (obtained  from  the  borr 
rower  or  his  representative)  on  forms 
provided  or  approved  by  the  Commis¬ 
sioner.  Any  payments  received  by  the 
holder  of  the  loan  after  the  holder  has 
reason  to  believe  that  the  borrower  is  to¬ 
tally  and  permanently  disabled,  but  be¬ 
fore  the  Commissioner  has  made  such  a 
determination,  must  be  retained  by  the 
holder  and  later  returned  to  the  bor¬ 
rower  if  the  Commissioner  determines 
that  the  borrower  is  totally  and  perma¬ 
nently  disabled.  Any  payments  received 
by  the  holder  from  the  borrower  or  on 
behalf  of  the  borrower  after  the  Com¬ 
missioner’s  determination  that  the  bor¬ 
rower  is  totally  and  permanently  dis¬ 
abled  must  also  be  returned. 

(20  u  s  e,  1082.  1087) 


§  177.63  C^seiation  uf  lender  rulltt-liun 

activity  in  certain  cases. 

(a)  If  a  lender  holding  a  loan  insured 
under  this  subpart  determines  that  any 
of  the  following  conditions  exist  with 
respect  to  the  loan,  the  lender  must 
cease,  or  refrain  from,  collection  activity 
on  the  loan,  and  it  must  file  a  default 
claim  with  the  Commissioner,  pursuant 
to  §  177.64,  within  60  days  of  making  such 
a  determination  (whether  or  not  the  loan 
has  entered  the  repayment  period  and 
whether  or  not  the  borrower  is  eligible 
for  deferment  of  repayment  of  principal 
under  8  177.58(f) ) : 

(1)  The  eligible  institution  in  which 
the  student  borrower  enrolled  for  the 
a'cademic  term  covered  by  the  loan  has 
terminated  its  teaching  activities  with 
respect  to  that  borrower  during  that  aca¬ 
demic  term; 

(2)  The  Commissioner  (i)  has  insti¬ 
tuted  an  action  under  Subpart  H  of  this 
part  for  the  limitation,  suspension,  or 
termination  of  the  eligibility  of  the  eli¬ 
gible  institution  in  which  the  student 
borrower  was  enrolled  for  the  academe 
term  covered  by  the  loan,  or  of  any  lend¬ 
er  which  has  held  the  loan,  and  (U)  has 
directed  that  a  default  claim  be  filed  on 
the  loan;  or 

(3)  The  borrower,  or  a  State  or  local 
government  agency  acting  on  his  behalf, 
has  filed,  in  a  court  of  competent  Juris¬ 
diction,  an  action  against  an  eligible  in¬ 
stitution  or-  an  eligible  lender,  or  a  Fed¬ 
eral  agency  other  than  the  Office  of  Ed¬ 
ucation  has  instituted  an  administrative 
proceeding  against  an  eligible  institution 
or  an  eligible  lender,  alleging  facts  re¬ 
garding  the  provision  of  educational 
services  or  making  of  the  loan  which,  if 
proven,  would  in  the  judgment  of  the 
holder  of  the  loan  entitle  the  student 
borrower  to  refuse  to  repay  all  or  a  por¬ 
tion  of  the  loan,  or  to  obtain  a  judgment 
for  recovery  of  payments  already  made 
on  the  loan. 

(b)  If  the  Commissioner  finds  that  a 
determin9.tion  made  by  a  lender  imder 
paragraph  (a)  of  this  section  is  correct, 
he  shall  pay  the  default  claim  filed  on 
the  loan  in  the  amount  otherwise  pro¬ 
vided  for  under  applicable  law  and  regu¬ 
lations.  If  he  finds  that  the  lender’s  de¬ 
termination  is  not  correct,  he  shall  re¬ 
fuse  payment  on  the  claim,  and  the 
lender’s  responsibilities  for  collection  ac¬ 
tivity  on  the  loan  shall  be  the  same  as  if 
it  had  not  made  a  determination  under 
paragraph  (a)  of  this  section. 

(c)  A  lender  shall  not,  as  a  result  of 
a  default  claim  filed  with  the  Commis¬ 
sioner  under  paragraph  (a)  of  this  sec¬ 
tion,  make  a  report  to  any  credit  bureau 
or  other  third  party  concerning  the  bor¬ 
rower’s  failure  to  rei>ay  his  loan. 

(20  U.S.C.  1080,  1082) 

§  177.64  Proredurt*^  for  (ilin^  and  pa.'- 
inent  of  claims. 

(a)  Filing  of  claim  application.  A  claim 
for  reimburs^ent  lor  loss  on  an  Insured 
loan  must  be  filed  on  a  form  provided  by 
the  Commissioner.  The  claim  may  be 
filed  at  such  time  as  the  holder  (1)  deter¬ 
mines  that  the  loan  is  in  default,  as  de- 
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fined  in  §  177.11(b),  (2)  determines  that 
any  of  the  conditions  for  filing  a  default 
claim  without  collection  efforts,  as  set 
forth  in  §  177.63  and  §  177.65(b),  exist, 

(3)  determines,  pursuant  to  §  177.62,  that 
the  borrower  has  died,  (4)  is  notified  that 
the  Commissioner  has  determined  the 
borrower  to  be  totally  and  permanently 
disabled,  or  (5)  determines  that  the  bor¬ 
rower  has  been  adjudicated  a  bankrupt. 
The  claim  must  be  accompanied  by  such 
documentation  as  is  required  by  this 
part  or  which  the  Commissioner  may 
otherwise  require,  including  but  not  lim¬ 
ited  to  the  loan  note,  the  loan  applica¬ 
tion,  and  the  original  or  a  copy  of  all 
documents  and  communications  main¬ 
tained  as  to  payment  and  collection  pur¬ 
suant  to  §  177.59(d)  (7)  and  (8)  (wheth¬ 
er  by  the  original  lender,  an  independent 
servicing  agency,  or  any  subsequent  hold¬ 
er)  and,  in  the  case  of  a  loan  in  default, 
an  aflSdavit,  on  a  form  to  be  supplied  by 
the  Commissioner,  to  the  effect  that  to 
the  best  of  the  holder’s  knowledge  and 
belief,  the  borrower  is  not  entitled  to 
deferment  of  the  repayment  of  the  prin¬ 
cipal  of  the  loan  as  provided  for  in  §  177.- 
58(f) .  In  cases  of  loss  on  acocunt  of  can¬ 
cellation  for  death  or  total  and  perma¬ 
nent  disability,  the  claim  must  also  be 
accompanied  by  the  documents  forming 
the  basis  for  the  determination.  In  cases 
of  bankruptcy,  the  claim  must  be  ac¬ 
companied  by  copies  of  a  proof  of  claim 
filed  by  the  holder  with  the  bankruptcy 
referee  and  any  other  pertinent  corres¬ 
pondence  directed  to  or  received  from  the 
referee  in  bankruptcy  by  the  holder  or  a 
previous  holder,  and  by  a  statement  as 
to  any  objections  to  the  discharge  in 
bankruptcy  of  which  the  holder  may  be 
aware.  If,  after  the  holder  has  filed  a 
default  claim  which  has  been  paid  or  is 
pending,  the  holder  determines  that  the 
borrower  has  been  adjudicated  a  bank¬ 
rupt,  it  shall  not  file  a  proof  of  claim 
with  the  bankruptcy  referee  but  shall 
promptly  forward  the  notice  of  the  first 
meeting  of  creditors  to  the  Office  of  Edu¬ 
cation. 

(b)  Assignment  of  notes.  Payment  of 
a  claim  shall  be  contingent  upon  receipt 
of  an  assignment  to  the  United  States  of 
America  of  all  right,  title  and  interest  of 
the  holder  in  the  note  as  to  which  the 
claim  is  filed  (and,  in  a  case  of  bank¬ 
ruptcy,  of  a  copy  of  an  assignment  of  the 
proof  of  claim  to  the  United  States,  filed 
with  the  bankruptcy  referee),  without 
warranty  except  that  the  note  qualifies 
for  insurance  under  this  subpart. 

(c)  Timely  filing  of  default,  bank¬ 
ruptcy,  death,  and  total  and  permanent 
disability  claims.  Except  as  indicated  in 
paragraph  (d)  of  this  section,  or  pending 
the  outcome  of  a  suit  filed  against  a  bor¬ 
rower  under  §  177.59(d)  (10) ,  the  lender 
must  file  a  claim  with  the  Commissioner 
within  60  days  after  a  loan  has  been  de¬ 
termined  to  be  in  default  (as  defined  in 
1177.11(b))  or  the  lender  has  deter¬ 
mined  that  any  of  the  conditions  for  fil¬ 
ing  a  default  claim  without  collection 
efforts,  as  set  forth  in  §  177.63  or  §  177.65 
(b),  exist,  within  30  days  after  the  re¬ 
ceipt  by  the  lender  of  the  notice  of  the 


first  meeting  of  creditors  from  the  bank¬ 
ruptcy  referee,  or  within  60  days  after 
the  lender  determines  that  the  borrower 
is  dead  or  after  the  lender  is  notified  that 
the  Commissioner  has  determined  the 
borrower  to  be  totally  and  permanently 
disabled.  The  Commissioner  may  deter¬ 
mine  claims  filed  after  these  periods  to  be 
Ineligible  for  payment. 

(d)  Extended  collection  efforts  beyond 
the  date  of  default.  If  the  holder  reason¬ 
ably  determines  that  a  loan  in  default 
(as  defined  in  §  177.11)  may  still  be  col¬ 
lectable  after  the  date  for  filing  a  default 
claim  specified  in  paragraph  (c)  of  this 
section,  it  may  refrain  frcan  filing  a  de¬ 
fault  claim  for  a  reasonable  time  after 
that  date  if  documented  collection  efforts 
consistent  with  the  standards  in  §  177.59 
(d)  are  continued.  In  this  event  tiie 
holder  must,  if  the  default  is  not  cured, 
file  a  default  claim  with  the  CMiimis- 
sioner  within  60  days  after  it  is  deter¬ 
mined  that  the  loan  is  luicollectable,  but 
not  later  than  6  months  after  the  date 
for  filing  a  default  claim  specified  In 
paragraph  (c)  of  this  section. 

(e)  Payment  of  insured  interest  on 
defaulted  loans.  Where  it  is  determined, 
under  §  177.65,  that  a  loan  in  default  is 
eligible  for  the  insurance  of  unpaid  in¬ 
terest,  the  payment  on  the  claim  shall 
cover  unpaid  interest  that  accrues: 

(1)  before  the  beginning  of  the  repay¬ 
ment  period  in  the  case  of  a  loan  that 
does  not  qualify  for  Federal  interest  ben¬ 
efits,  whether  or  not  the  accrued  interest 
was  added  to  the  principal  amount  of  the 
loan  by  the  date  upon  which  repayment 
of  the  first  installment  of  principal  fell 
due, 

( 2 )  through  the  date  of  default, 

(3)  during  the  period  permitted  under 
paragraphs  (c)  and  (d)  of  this  section 
for  filing  the  claim, 

(4)  during  a  period  not  to  exceed  30 
days  following  the  return  of  the  default 
claim  to  the  lender  by  the  Commissioner 
for  additional  docvunentation  necessary 
for  the  claim  to  be  approved  by  the 
Commissioner,  and 

(5)  during  the  period  required  by  the 
Commissioner  to  approve  the  claim  for 
payment. 

-(f)  Payment  of  insured  interest  on 
bankruptcy  claims.  Where  it  is  deter¬ 
mined,  under  §  177.65,  that  a  loan  made 
to  a  borrower  who  has  been  adjudicated 
bankrupt  is  eligible  for  the  insurance  of 
unpaid  interest,  the  payment  on  the 
claim  shall  cover  unpaid  Interest  that 
accrues : 

(1)  before  the  beginning  of  the  re¬ 
payment  period  in  the  case  of  a  loan  that 
does  not  qualify  for  Federal  interest  ben¬ 
efits,  whether  or  not  the  accrued  interest 
was  added  to  the  principal  amount  of  the 
loan  by  the  date  upon  which  repayment 
of  the  first  installment  of  principal  fell 
due, 

(2)  during  any  subsequent  period  be¬ 
fore  the  receipt  by  the  lender  of  the 
notice  of  the  first  meeting  of  creditors 
from  the  bankruptcy  referee, 

(3)  during  the  period  permitted  under 
paragraph  (c)  of  this  section  for  filing 
the  claim. 


(4)  during  a  period  not  to  exceed  30 
days  following  the  return  of  the  bank¬ 
ruptcy  claim  to  the  lender  by  the  Com¬ 
missioner  for  additional  documentation 
necessary  for  the  claim  to  be  approved  by 
the  Commissioner,  and 

(5)  during  the  period  required  by  the 
Commissioner  to  approve  the  claim  for 
payment. 

(g)  Payment  of  insured  interest  on 
death  claims.  Where  it  is  determined, 
under  §  177.65,  that  a  loan  is  eligible  for 
the  insurance  of  unpaid  interest  on  a 
death  claim,  the  payment  shall  cover 
impaid  interest  that  accrues: 

(1)  before  the  beginning  of  the  repay¬ 
ment  period  in  the  case  of  a  loan  that 
does  not  qualify  for  Federal  interest 
benefits,  whether  or  not  the  accrued  in¬ 
terest  was  added  to  the  principal  amount 
of  the  loan  by  the  date  upon  which  re¬ 
payment  of  the  first  installment  of  prin¬ 
cipal  fell  due, 

(2)  during  any  subsequent  period  be¬ 
fore  the  lender  determines  that  the  bor¬ 
rower  is  dead, 

(3)  during  the  period  permitted  under 
paragraph  (c)  for  filing  the  claim, 

(4)  during  a  period  not  to  exceed  30 
days  following  the  return  of  the  death 
claim  to  the  lender  by  the  Commissioner 
for  additional  documentation  necessary 
for  the  claim  to  be  approved  by  the  Com¬ 
missioner,  and 

(5)  during  the  period  required  by  the 
Commissioner  to  approve  the  claim  for 
payment. 

(h)  Payment  of  insured  interest  on 
total  and  permanent  disability  claims. 
Where  it  is  determined,  imder  S  177.65, 
that  a  loan  is  eligible  for  the  insurance 
of  impaid  interest  on  a  total  and  per¬ 
manent  disability  claim,  the  pajrment 
shall  cover  unpaid  interest  that  accrues: 

(1)  before  the  beginning  of  the  re¬ 
payment  period  in  the  case  of  a  loan 
that  does  not  qualify  for  Federal  interest 
benefits,  whether  or  not  the  accrued  In¬ 
terest  was  added  to  the  principal  amount 
of  the  loan  on  the  date  upon  which  the 
repayment  of  the  first  installment  of 
principal  fell  due; 

( 2 )  during  any  subsequent  period  prior 
to  the  filing  by  the  lender  with  the  Com¬ 
missioner  of  medical  evidence  as  to  the 
borrower’s  total  and  permanent  disabil¬ 
ity,  pursuant  to  §  177.62(b),  requesting  a 
determination  of  total  and  permanent 
disability; 

(3)  during  the  period  required  for  the 
Commissioner  to  review  the  submission 
under  paragraph  (h)  (2)  of  this  section 
to  determine  if  the  borrower  is  totally 
and  permanently  disabled; 

(4)  during  the  period  permitted  under 
paragraph  (c)  of  this  section  for  filing 
the  claim; 

(5)  during  a  period  not  to  exceed  30 
days  following  the  return  of  the  total 
and  permanent  disability  claim  to  the 
lender  by  the  Commissioner  for  addi¬ 
tional  documentation  necessary  toe  the 
claim  to  be  approved  by  the  Commis¬ 
sioner,  and 

(6)  during  the  period  required  by  the 
Commissioner  to  approve  the  claim  for 
payment. 

(20U.S.O.  1080,  1082,  1087) 
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§  177.65  Dclerniiiialion  of  anioiiiil  of 
lo»$i  on  default  claims. 

The  amount  of  loss  to  be  paid  on  claims 
filed  pursuant  to  §  177.64,  for  loans  for 
which  the  application  for  insurance  com¬ 
mitment  was  received  by  the  U.S.  Office 
of  Education  prior  to  July  1.  1972,  or  be¬ 
tween  August  19,  1972,  and  February  28, 
1973,  (or,  with  respect  to  claims  based  on 
the  borrower’s  death  or  total  and  per¬ 
manent  disability,  for  loans  made  prior 
to  December  15,  1968),  shall  be  equal  to 
the  unpaid  balance  of  tlie  principal 
amoimt  of  such  loan  other  than  any  in¬ 
terest  or  other  charges  which  may  have 
been  added  to,  and  become  part  of,  the 
principal  amoimt  of  the  loan.  For  loans 
for  which  such  applications  were  received 
between  July  1  and  August  18,  1972,  or 
after  February  28,  1973,  (and,  with  re- 
sF)ect  to  claims  based  on  the  borrower’s 
death  or  total  and  permanent  disability, 
for  loans  made  on  or  after  December-15, 
1968) ,  the  amount  of  the  loss  to  be  paid 
on  claims  filed  pursuant  to  §  177.64  shall 
be  equal  to  the  impaid  balance  of  the 
principal  and  Interest.  In  determining 
what  amount  of  such  balance  is  unpaid, 
the  Commissioner  shall  take  cognizance 
of  legal  defects  affecting  the  initial  valid¬ 
ity  or  insurability  of  the  loan  which  arise 
under  Title  IV,  Part  B  of  the  Higher 
Education  Act  of  1965  (20  U.S.C.  1071  to 
1087-1),  the  regulations  set  forth  in  this 
part,  or  applicable  State  law.  Subject  to 
the  provisions  of  5  177.53(b),  the  Com¬ 
missioner  shall  deduct  from  the  claim 
any  amounts  included  therein  which  are 
attributable  to  legal  defects  deriving 
from  fraud,  forgery  or  intentional  mis¬ 
representations  on  the  part  of  the  bor¬ 
rower,  the  educational  institution  or  the 
lender  or  deriving  fr<»n  noncompliance 
with  the  statutory  conditions  and  ele¬ 
ments  set  forth  in  sections  425  and  427 
of  the  Higher  Education  Act  of  1965  (20 
U.S.C.  1075,  1077).  In  determining 

whether  deductions  should  be  made 
which  are  attributable  to  other  defects, 
the  Ckmimlssioner  shall  consider  whether 
there  is  any  evidence  of  an  intention  to 
mislead  or  defraud  and  whether  the 
lender,  in  making  the  loan,  failed  to  ex¬ 
ercise  care  and  diligence  commensurate 
with  prudent  business  practices.  In  addi¬ 
tion,  the  Commissioner  will  determine 
the  amount  of  the  unpaid  balance  in  ac¬ 
cordance  with  the  following  rules: 

(a)  Loans  made  by  lenders  which  are 
not  educational  institutions.  If  the  loan 
for  which  a  claim  has  been  filed  was 
originally  made  by  an  eligible  lender 
which  was  not  an  institution  of  higher 
education  or  a  vocational  sch(X)l,  the  un¬ 
paid  balance  shall  be  the  amount  of  the 
loan,  minus  any  payments  which  have 
been  properly  made  to  the  holder  of  the 
loan  by  the  borrower  or  on  the  borrow¬ 
er’s  behalf.  If,  however,  the  lender  has 
obtained  the  borrower’s  authorization  to 
have  the  educational  institution  in  which 
the  borrower  is  enrolled  pay  directly  to 
the  lender  any  refund  from  the  institu¬ 
tion  to  which  the  borrower  becomes  en¬ 
titled,  the  lender  must  make  a  diligent 
effort  to  collect  such  refund  prior  to  filing 
the  claim;  if  the  lender  falls  to  make 
such  efforts,  the  Commissioner  will  de¬ 


duct  from  the  claim  any  amount  included 
therein  which  is  attributable  to  such 
refund.  If  the  claim  has  been  filed  by  an 
eligible  lender  which  did  not  make  the 
loan,  but  has  obtained  it  by  transfer  or 
assignment,  the  transferee  or  assignee 
shall  not  be  entitled  to  any  payment  un¬ 
der  this  section  greater  than  that  to 
which  the  transferor  or  assignor  would 
be  entitled  under  this  section.  In  par¬ 
ticular,  the  Commissioner  shall  deduct 
from  the  claim  any  amounts  included 
therein  which  are  attributable  to  pay¬ 
ments  made  by  the  borrower  to  a  prior 
holder  of  the  loan  prior  to,  or  in  the 
absence  of,  proper  notice  of  the  transfer 
or  assignment  to  the  borrower.  If  the 
loan  for  which  a  claim  has  been  filed  was 
made  by  an  eligible  lender  which  Ls  not 
an  educational  institution,  but  for  which 
the  conditions  set  forth  in  paragraph  (c) 
of  this  section  exist,  the  Commissioner 
will  determine  the  amount  of  the  loss  on 
such  claim  in  accordance  with  the  rules 
set  forth  in  paragraph  (b)  (2)  of  this 
section. 

(b)  Loans  made  by  educational  institu¬ 
tions.  (1)  If  the  loan  for  which  a  claim 
has  been  filed  was  originally  made  by  an 
eligible  institution  of  higher  education 
or  vocational  school,  and  the  claim  has 
been  filed  by  such  lender,  the  Commis¬ 
sioner  shall  deduct  from  the  claim  any 
amounts  included  therein  w’hich  are 
attributable  to  either  (i)  a  refund  (in 
the  amount  calculated  under  §  177.73 
(e))  which  the  Institution  is  obligated 
to  make  pursuant  to  S  177.73,  but  has  not 
made;  or  (ii)  any  portion  of  the  program 
of  study  which  the  student  was  unable 
to  complete  due  to  the  institution’s  ter¬ 
mination  of  its  teaching  activities  during 
the  period  of  time  for  which  the  student 
obtained  a  loan  under  this  part.  If  the 
situation  described  in  paragraph  (b)  (1) 
(ii)  of  this  section  arises,  the  lender  shall 
not  make  any  effort  to  collect  on  the 
loan  from  the  student,  shall  not  hold  the 
loan  during  the  grace  period  provided  for 
in  5  177.58(a),  and  shall  promptly  file 
a  claim  pursuant  to  5  177.64.  The  Com¬ 
missioner  shall  reimburse  the  lender  in 
an  amoimt  which  bears  the  same  ratio  to 
the  total  amount  of  the  loan  as  the 
amount  of  the  educational  services  which 
the  student  received  before  the  institu¬ 
tion  terminated  its  teaching  activities 
bears  to  the  total  services  which  he  would 
have  received,  during  the  period  for 
which  the  loan  was  obtained,  had  the 
institution  not  terminated  its  teaching 
activities.  The  Commissioner  will  then 
determine  whether,  after  the  grace 
period  has  expired,  the  student  is  ob¬ 
ligated  to  make  any  repayments  on  the 
loan  and,  if  so,  in  what  amount. 

(2)  If  the  loan  for  which  a  claim  has 
been  filed  was  originally  made  by  an 
eligible  institution  of  higher  education 
or  vocational  school,  but  the  claim  has 
been  filed  by  another  eligible  lender 
which  c)btained  the  note  by  transfer  or 
assignment,  the  Commissioner  shall  de¬ 
duct  frcHn  the  claim  any  amounts  in¬ 
cluded  therein  which  are  attributable  to 
(1)  a  refund  in  the  amount  calculated 
under  §  177.73(e)  which  the  institution 
became  obligated  to  make,  pursuant  to 


§  177.73,  prior  to  the  transfer  or  assign¬ 
ment,  but  has  not  made;  or  (ii)  any  pay¬ 
ments  made  to  the  institution  (or  any 
other  prior  holder  of  the  loan)  which  the 
lender  filing  the  claim  authorized  to  be 
made  or  knowingly  permitted  to  be  made, 
or  which  were  made  prior  to  or  in  the 
absence  of  a  proper  notice  of  the  trans¬ 
fer  or  assignment  having  been  sent  to 
the  student;  or  (iii)  any  portion  of  the 
program  of  study  which  the  student  was 
unable  to  complete  due  to  the  institu¬ 
tion’s  termination  of  its  teaching  activi¬ 
ties  during  the  period  of  time  for  which 
the  student  obtained  a  loan  under  this 
part.  The  Commissioner  will  not  deduct 
from  the  claim  an  amount  which  would 
be  attributable  to  a  refund  which  the 
institution  became  obligated  to  make 
after  the  date  of  the  transfer  or  assign¬ 
ment,  but  has  not  made,  if  the  lender, 
prior  to  filing  the  claim,  has  made  a  dili¬ 
gent  effort  to  collect  such  refund  from 
the  institution.  If  the  lender  fails  to  make 
such  effort,  the  Commissioner  will  de¬ 
duct  from  the  claim  any  amount  in¬ 
cluded  therein  which  is  attributable  to 
a  refund  which  the  institution  is  obli¬ 
gated  to  make.  If  a  lender  holding  a  loan 
that  was  made  by  an  educational  insti¬ 
tution  has  knowledge  that  the  insti¬ 
tution  has  terminated  its  teaching  activi¬ 
ties  during  the  period  of  time  for  which 
the  student  obtained  a  loan  imder  this 
part,  the  lender  shall  not  make  any  ef¬ 
fort  to  collect  on  the  loan  from  the  stu¬ 
dent,  shall  not  hold  the  loan  during  the 
grace  period  provided  for  in  §  177.58(a), 
and  shall  promptly  file  a  claim  pursuant 
to  §  177.64.  The  lender  will  be  reimbursed 
an  amount  which  bears  the  same  ratio 
to  the  total  amount  of  the  loan  as  the 
amount  of  the  educational  services  which 
the  student  received  before  the  institu¬ 
tion  terminated  its  teaching  activities 
bears  to  the  total  services  which  he  would 
have  received,  during  the  period  for 
which  the  loan  was  obtained,  had  the 
institution  not  terminated  its  teaching 
activities.  The  (Commissioner  will  then 
determine  whether,  after  the  grace  pe¬ 
riod  has  expired,  the  student  is  obligated 
to  make  any  repayments  on  the  loan 
and,  if  so,  in  what  amount. 

(c)  Loans  made  by  lenders  having  spe¬ 
cial  relationships  with  educational  insti¬ 
tutions.  For  purposes  of  this  section,  a 
loan  which  has  been  made  by  a  lender 
which  is  not  an  educational  institution 
shall  be  treated,  in  accordance  with 
paragraph  (b)  (2)  of  this  section,  as  if  it 
were  a  loan  made  by  an  educational  in¬ 
stitution  and  transferred  to  the  lender 
on  the  date  of  the  initial  disbursement 
of  the  loan,  in  any  case  in  which  the 
lender: 

(1)  Has  a  majority  of  its  voting  stock 
held  by  an  educational  institution:  or 

(2)  Has  common  ownership  or  man¬ 
agement  with  one  or  more  educational 
institutions  and  more  than  50  percent 
of  the  loans  made  under  this  part  by  the 
lender  have  been  made  to  students  at 
such  institution;  or 

(3)  Has  delegated  to  an  educational 
institution  substantially  all  of  the  func¬ 
tions  and  responsibilities  normally  per¬ 
formed  by  a  lender  prior  to  making  a 
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loan,  such  as  interviewing  the  applicant 
for  the  loan,  explaining  the  applicant’s 
responsibilities  \inder  the  loan,  obtain¬ 
ing  completion  of  necessary  forms,  ob¬ 
taining  necessary  documentation,  and 
^subject  to  §  177.53(b))  verifying  that 
the  student  is  eligible  for  the  loan. 

(d)  Effect  of  violations  of  requirements 
in  this  part  on  disposition  of  default 
claims.  (1)  The  Commissioner  may  deny 
payment  of  a  default  claim  on  a  loan 
made  under  this  subpart  if  any  of  a  num¬ 
ber  of  the  requirements  in  this  part  have 
been  violated  with  respect  to  that  loan. 
Violations  of  some  of  these  requirements 
might  be  cured  by  the  holder,  in  a  man¬ 
ner  specified  by  the  Commissioner,  as  a 
condition  for  payment  of  a  default  claim. 
Some  of  the  violations  may  be  excused 
by  the  Commissioner  if  (i)  the  holder 
submitting  the  default  claim  satisfies  the 
Commissioner  that  the  violation  did  not 
contribute  to  the  default  or  (il)  the  vio¬ 
lation  was  committed  by  a  prior  holder 
of  the  loan  and  the  holder  submitting 
the  default  claim  satisfies  the  Commis¬ 
sioner  that  the  transaction  whereby  it 
received  the  loan  was  an  arm’s-length 
transaction,  that  it  inquired  of  the  trans¬ 
feror  at  the  time  of  the  transfer  whether 
the  specific  violation  in  question  had  oc¬ 
curred  and  was  advised  Uiat  it  had  not, 
and  that  it  otherwise  had  no  knowledge 
of  the  violation  at  the  time  of  the  trans¬ 
fer  and  could  not  have  become  aware  of 
it  through  examination  of  the  loan  doc¬ 
uments.  All  violations  of  the  require¬ 
ments  of  this  part,  regardless  of  whether 
they  lead  to  denial  of  default  claims, 
could  form  a  basis  for  the  limitation, 
suspension,  or  termination  of  the  eli¬ 
gibility  of  a  lender  under  this  subpart,  in 
accordance  with  the  procedures  set  forth 
in  Subpart  H  of  this  part, 

(2)  The  following  are  some  examples 
of  violations  which  are  non-curable: 

(i)  Loan  ineligible  for  Federal  insur¬ 
ance  under  §  177.51  (not  excusabe) . 

(ii)  Loan  originated  by  lender  not  hav¬ 
ing  an  agreement  with  the  Commissioner 
under  §  177.52  (not  excusable) . 

(iii)  Loan  made  in  amount  exceeding 
amount  of  insmance  commitment  imder 
§  177.55(a)  (not  excusable  as  to  excess). 

(iv)  Loan  disbursed  prior  to  issuance 
of  insurance  commitment  under  §  177.55 

(a) . 

(V)  Loan  made  without  insurance  com¬ 
mitment  under  §  177.55  (not  excusable). 

(vi)  Loan  not  evidenced  by  promissory 
note  under  §  177.57(a)  or  other  docu¬ 
mentation  satisfactory  to  the  Commis¬ 
sioner  (not  excusable). 

(vii)  Loan  evidenced  by  promissory 
note  not  approved  as  to  form  by  the 
Commissioner  under  §  177.57(a). 

tyiii)  Loan  originated  by  a  lender 
(other  than  an  educational  institution) 
which  disbursed  proceeds  directly  to  the 
borrower  rather  than  through  an  edu¬ 
cational  institution  as  required  by 
;;  177.57(d>  (2). 

( ix  >  Loan  originated  by  a  lender 
which  obtained  the  borrower’s  author¬ 
ization  to  endorse  an  instrument  of  dis¬ 
bursement  on  his  behalf  in  violation  of 
§  177.57  (d)(1)  or  (e)(1). 

(x)  Loan  originated  by  a  lender  (other 
than  an  educational  institution)  which 


transmitted  an  Instrument  of  disburse¬ 
ment  to  an  educational  institution  with¬ 
out  notifying  tiie  borrower  in  writing 
under  §  177.57(d)(2). 

(xi)  Loan  originated  by  lender  (other 
than  an  educational  institution)  which 
without  the  approval  of  the  Commis¬ 
sioner,  disbursed  loan  proceeds  earlier 
than  30  days  prior  to  the  date  on  which 
the  student  was  scheduled  to  matricu¬ 
late  in  violation  of  §  177.57(d)(1). 

(xii)  Loan  originated  by  a  lender 
which  was  an  educational  institution,  to 
the  extent  that  an  amoimt  was  disbursed 
which  was  greater  than  that  reasonably 
necessary  to  enable  the  student  to  travel 
from  his  residence  to  the  institution,  if 
the  student  failed  to  matriculate  at  the 
institution  diu'ing  the  academic  period 
for  which  the  loan,  was  made,  under 
§  177.57(e)(1). 

(xiil)  Loan  made  to  borrower  who  did 
not  (or  whose  parents  did  not)  reside 
within  lender’s  normal  trade  area  xmder 
§  177.59(b)  (2)  or  meet  the  conditions  of 
§  177.59(b)(2)  (ID  or  (ill). 

(xiv)  Loan  made  to  borrower  without 
borrower  orientation  as  prescribed  under 
§  177.59(b)  (3). 

(xv)  Annual  contact  not  made  with 
borrower  imder  §  177.59(c)  (4) . 

(xvi)  Default  claim  not  filed  within 
time  period  specified  in  §  177.64(c) . 

(xvli)  Violation  of  §  177.13  occurred 
as  to  loan  (not  excusable  on  the  basis 
that  the  violation  did  not  contribute  to 
the  default) . 

(xvlii)  Lender  or  eligible  institution 
had  borrower  sign  a  form  relating  to  the 
loan  in  blank  in  violation  of  §  177.15. 

(3)  The  following  are  some  examples 
of  violations  which  might  be  curable  if 
conditions  specified  by  the  Commissioner 
are  met; 

(i)  Insurance  premium  not  paid  on 
loan  under  §  177.56  (curable  as  set  forth 
in  §  177.56(c)). 

(il)  Repayment  required  of  borrower 
before  commencement  of  repayment  pe¬ 
riod  under  §  177.58(a)  or  within  a  period 
shorter  than  the  minimum  repayment 
period  as  provided  in  §  177.58(b). 

(ill)  Repayment  required  of  borrower 
during  a  period  of  authorized  deferment 
under  §  177.58(f) . 

(Iv)  Repayment  not  required  of  bor¬ 
rower  upon  commencement  of  repayment 
period  under  §  177.58(a)  where  lender 
knew  or  should  have  known  of  com¬ 
mencement  of  repayment  period. 

(v)  Borrower  penalized  for  prepay¬ 
ment  in  violation  of  S  177.58(h). 

(vi)  Lender  did  not  comply  with  one  or 
more  of  the  requirements  for  due  dili¬ 
gence  in  collection  under  §  177.59(d). 

(vii)  Borrower  not  notified  of  transfer 
'  of  loan  imder  §  177.61(c) . 

(viii)  Default  claim  not  accompanied 
by  required  documentation  under  §  177,- 
64(a) . 

(20U.S.C.  1080,  1082) 

§  177.66  Recordji,  reports  and  inspec¬ 
tions. 

(a)  Records.  Lenders  (including  sub¬ 
sequent  holders)  of  federally  insured 
loans  must  keep  records  as  specifically 


required  by  this  part  and  as  may  be  nec¬ 
essary  to  make  the  reports  described  in 
paragraph  (b)  of  this  section.  In  addi¬ 
tion,  they  must  keep  complete  and  ac¬ 
curate  records  of  each  loan  account,  re¬ 
flecting  each  transaction  so  as  to  afford 
ready  identification  of  the  borrower’s  ac¬ 
count  and  status  and  containing  full  and 
proper  documentation  to  support  a  claim 
for  loss.  A  lender  (or  subsequent  holder) 
must  retain  records  for  a  loan  until  such 
time  as  the  Commissioner  has  no  further 
need  for  such  records  but  for  not  less 
than  5  years  from  the  date  the  loan  has 
been  repaid  in  full  by  the  borrower  or 
the  lender  has  been  reimbursed  for  a  loss 
on  the  loan  by  the  Commissioner. 

(b)  Reports.  Lenders  (including  sub¬ 
sequent  holders)  of  federally  insured 
loans  must  submit  reports  to  the  Com¬ 
missioner  at  such  times  and  in  such  man¬ 
ner  as  he  shall  prescribe,  including  pe¬ 
riodic  reports  on: 

(1)  The  collection  and  payment  of 
loan  Insurance  premiums; 

(2)  Loans  insured,  loans  repaid  in  full, 
loans  defaulted  or  for  which  other  claims 
for  loss  have  been  submitted  to  the  Com¬ 
missioner,  and  total  loans  converted  from 
In-school  to  replayment  or  deferment 
status; 

(3)  Interest  and  special  allowance 
pasrments  due  from  the  Commissioner 
and 

(4)  The  other  subjects  of  the  reports 
referred  to  in  §  177.59(c)  (3). 

(c)  Inspections.  A  lender  (including  a 
subsequent  holder)  of  federally  insured 
loans  must  afford  the  Commissioner  (or 
other  agencies  of  the  Government  desig¬ 
nated  by  the  Commissioner)  access  to  its 
records  upon  request  in  order  to  assure 
the  correctness  of  the  reports  described 
in  paragraph  (b)  of  this  section. 

(20  U.S.C.  1077,  1078,  1079,  1080,  and  1082) 

§  177.67  Collection  efTorls  by  the  Com¬ 
missioner  after  payment  of  default 
claims. 

After  the  Commissioner  has  paid  a 
default  claim  on  a  loan  insured  under 
this  subpart,  he  shall  attempt  to  obtain 
repayment  on  the  loan  from  the  borrower 
(and  a  proper  endorser)  in  accordance 
with  the  following  standards: 

(a)  If  the  Commissioner  determines 
that  the  borrower  (or  endorser)  has  a 
defense  on  the  loan  under  applicable  law, 
he  shall  refrain  from  collection  to  the 
extent  of  the  defense. 

(b)  If  the  Commissioner  determines 
that  the  borrow  er  is  entitled  under  §  177. 
73  to  a  refund  from  the  eligible  insti¬ 
tution  in  which  the  borrower  enrolled  for 
the  academic  term  intended  to  be  cov¬ 
ered  by  the  loan,  but  that  such  refund 
has  not  been  made,  the  Commissioner 
shall  forgive  the  borrower’s  indebtedness 
to  the  extent  of  the  unmade  refund  (in 
the  amount  calculated  under  §  177.73 
(e) ) ,  Provided,  ’That  (1)  (if  the  borrower 
has  not  previously  assigned  his  right  to 
the  refund  to  a  lender)  the  borrower 
assigns  his  right  to  receive  the  refund 
from  the  eligible  institution  to  the  Com¬ 
missioner  in  a  manner  approved  by  the 
Commissioner  and  (2)  the  borrower  pays 
to  the  Commissioner  the  remaining  por- 
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tion  of  his  indebtedness  on  the  loan,  if 
any. 

(c)  If  the  Commissioner  determines 
Uiat  the  eligible  Institution  in  which  the 
student  borrower  enrolled  for  the  aca¬ 
demic  term  intended  to  be  covered  by  the 
loan  terminated  its  teaching  activities 
with  respect  to  that  borrower  during 
that  academic  term,  the  Commissioner 
shall  forgive  the  borrower’s  indebtedness 
to  the  extent  that,  under  applicable  law, 
the  borrower  would  have  had  a  defense 
on  the  loan  if  the  loan  (1)  had  been  made 
by  the  eligible  institution,  (2)  was  part 
of  the  same  transaction  as  the  student’s 
enrollment  at  the  eligible  institution,  and 
(3)  was  in  consideration  for  the  educa¬ 
tional  services  that  were  to  be  provided 
by  the  educational  institution.  As  con¬ 
ditions  to  such  forgiveness  the  borrower 
must  (i)  assign  his  rights  to  receive  any 
refund  due  him  under  §  177.73  (in  the 
amount  calculated  under  5  177.73(e)) 
from  the  eligible  institution,  if  any,  to 
the  Commissioner  in  a  manner  approved 
by  the  Commissioner  (unless  the  borrow¬ 
er  has  previously  assigned  his  rights  to 
the  refund  to  a  lender)  and  (ii)  pay  to 
the  Commissioner  the  remaining  por¬ 
tion  of  his  indebtedness  on  the  loan,  if 
any. 

(d)  If  the  Commissioner  deteimines 
that  the  borrower,  or  a  State  or  local  gov¬ 
ernment  agency  acting  on  his  behalf,  has 
filed,  in  a  court  of  competent  jurisdiction, 
an  action  against  an  eligible  institution, 
an  eligible  lender,  or  the  Commissioner, 
or  that  a  Federal  agency  other  than  the 
OfiBce  of  Education  has  instituted  an  ad¬ 
ministrative  proceeding  against  an  eligi¬ 
ble  institution  or  a  lender,  alleging  facts 
regarding  the  provision  of  educational 
services  or  the  making  of  the  loan  which, 
if  proven  would  in  the  judgment  of  the 
Commissioner  entitle  the  borrower  to 
refuse  to  repay  all  or  a  portion  of  the 
loan,  or  to  obtain  a  judgment  for  recov¬ 
ery  of  payments  already  made  on  the 
loan,  the  Commissioner  shall  suspend 
his  collection  activity  pending  the  final 
resolution  of  the  litigation  or  the  admin¬ 
istrative  proceeding,  and  shall  then  take 
such  collection  activity  as  he  deems  ap¬ 
propriate  in  light  of  such  resolution,  pro¬ 
vided  that: 

(1)  The  Commissioner  at  no  time  has 
reason  to  believe  that  (in  the  case  of  an 
action)  the  action  is  not  being  prose¬ 
cuted  in  good  faith  or  in  an  energetic  or 
timely  manner;  and 

(2)  'The  Commissioner  does  not  make 
his  own  determination  that  the  bor¬ 
rower’s  allegations  regarding  the  provi¬ 
sion  of  educational  services  or  the  mak¬ 
ing  of  the  loan  are  milikely  to  be  proven. 

(e)  If  the  Commissioner  has  instituted 
an  action  under  Subpart  H  of  this  part 
for  the  limitation,  suspension,  or  termi¬ 
nation  of  the  eligibility  of  the  eligible  in¬ 
stitution  in  which  the  student  borrower 
was  enrolled  for  the  academic  term  cov¬ 
ered  by  the  loan  or  of  any  lender  which 
has  held  the  loan,  the  Commissioner 
may,  if  he  believes  that  the  outcome  of 
such  action  should  have  a  bearing  on  the 
borrower’s  obligation  to  repay  the  loan. 


suspend  his  collection  activity  pending 
the  final  resolution  of  such  action,  and 
shall  then  take  such  collection  activity 
as  he  deems  appropriate  in  light  of  such 
resolution. 

(f)  If  the  Commissioner  determines 
that  the  borrower  has  died  or  become 
totally  and  permanently  disabled,  he 
shall  refrain  from  collection  thereafter. 
If  the  Commissioner  determines  that  an 
endorser  has  died  or  become  totally  and 
permanently  disabled,  he  shall  refrain 
from  collection  against  the  endorser  or 
his  estate  thereafter. 

(g)  Except  as  otherwise  provided  in 
this  section  or  where  inconsistent  with 
an  exercise  of  forbearance  (i.e.,  permit¬ 
ting  the  borrower  to  repay  the  loan 
through  deferred  or  reduced  install¬ 
ments),  the  Commissioner  shall  adhere 
to  the  Federal  Claims  Collection  Stand¬ 
ards  (4  CFR  Parts  101-105) . 

(20  U.S.C.  1080,  1082) 

Section  177.73  is  amended  by  revising 
paragraph  (e)  as  foliows: 

Subpart  G — Requirements  and  Standards 
for  Participating  Educational  Institutions 

§  177.73  Refunds. 

*  #  «  *  W 

(e)  The  portion  of  a  refund  made  un¬ 
der  paragraph  (d)  of  this  section  which 


shall  be  all(x;able  to  the  loan  made  to 
the  student  under  this  part  (for  the 
period  of  enrollment  to  which  the  refund 
is  attributable)  shall  be  the  lesser  of  the 
principal  amount  of  the  loan  or  the 
amount  which  bears  the  same  ratio  to 
the  total  amount  of  the  refund  as  the 
principal  amount  of  the  loan  bears  to 
the  total  amount  of  assistance  received 
by  the  student  under  all  financial  aid 
programs  for  the  period  ot  enrollment 
for  which  the  loan  was  made.  The  par¬ 
ticipating  institution  must  pay  the  por¬ 
tion  of  the  refund  that  is  allocable  to 
the  loan  directly  to  the  original  lender 
of  the  loan  (or  to  a  subsequent  holder, 
if  the  participating  institution  has 
knowledge  of  its  identity)  and  provide 
contemporaneous  written  notice  to  the 
student  that  it  is  doing  so.  By  applying 
for  a  loan  under  this  part  a  student  shall 
be  deemed  to  authorize  the  participating 
institution  to  make  such  a  payment, 
which  shall  constitute  a  downward  ad¬ 
justment  in  the  amount  of  the  loan. 

*  *  •  •  * 

(20  U.S.C.  1082(a)(1),  1087-l(a)) 

.Subpart  H — Procedures  for  the  Liiiiila- 
lalioii,  Suspension  or  Termination  of 
Eligibility  for  Programs  under  this 
Part 


Chart. — Impact  of  Education  Amcndmcntu  of  (Public  Law  94-482)  on  guaranteed 
student  loan  program  proposed  regulations 


Prop.TSPd  rcgalation  SiVtioiis 
affected  by  Public  Law 


Statutory  section— 
Title  IV  of  the  Higher 
Education  Act  of  1905, 
as  amended  by  Public 
I,aw  94-482 


SCBPABT  A— PURTO8E  AND  .SCOPE 

177.4(b) _ _  1.  t'()iiniiis.sion<T  will  disetiajue  loati  ol)|jga(i«n  on  137(bi 

Id'^is  of  sluili-iii  baiikrnplrv. 

SCBPABT  B — GENERAL  PROVLSIONS 

177.11(e) _ _  2.  Kliiuinate.s  as  eligible  lenders  correspondence  43o(k) 

.school.s,  lenders  whose  primary  function  is 
making  or  holding  guaranteed  loans,  and  school 
lenders  w  hich  do  not  have  at  least  1  full-time 
rmancial  aid  administrator. 

ITT.mh),  Id.lUr) .  3.  Kecipients  of  Federal  student  assistance  must  be  497(e) 

nuiking  satisfactory  progress  and  not  be  in  de¬ 
fault  or  owe  refunds  under  any  title  IV  program 
at  school  where  currently  enrolled. 

177.11(1) .  4.  Institutions  of  higher  education  may  admit  as  435tb) 

regular  students  non-high-school  grsiduates  who 
are  beyond  the  age  of  comimisory  si-hool  attend- 
aiiie. 

SCBPABT  C— federal  PAYMENTS 

177.21(a)(l)(iii) .  5.  Kliminalcs  rc<)\iirement  of  ms-ds  lest  for  loans  over  (') 

$2,0(X)  p«‘r  academic  >car  for  otherwise  cligibis 
student. 

177.21(a)(l)(lii) . .  6.  Raises  to  $2o,0()0  the  adjusted  family  income  quali-  428(a)(2)(B 

fying  level  for  interest  subsidy. 

177.21(a)(2) .  7.  Xeeds  test  for  loans  applied  to  foreign  study  per-  428(a)(9) 

formed  by  guarantee  agency  or  Ollico  of  Educa¬ 
tion. 

177.21(a)(4)(i' .  -  8.  Uecipients  of  Federal  student  as.sistance  must  1)0  497(e) 

making  satisfactory  progress  and  not  be  in  de¬ 
fault  or  owe  refunds  under  any  title  IV  program 
at  school  w  here  currently  enrolled. 

177.21(b),  177.23  .  9.  Lnder  prescrilHsl  conditioius,  permits  interest  and  428(a)(8) 

special  allowance  billing  on  total  loan  amount 
although  only  a  portion  disbursed. 

177.23  .  .  10.  Effective  Jan.  1.  1977,  s|>erialallowancedeterminod  4;i8t,b)(2) 

by  rounding  91-d  treasury  bill  rale,  minus  3.5 
|)i't,  up  to  nearest  S  pet.  Maximum  rate  may  not 
excec'd  3  iH't  through  tiscal  1977;  raised  to  6  pet 
Ixtginning  fiscal  year  1978.  Establishes  a  coin- 
inittee  to  rex  iew  the  adeiiuacy  of  this  formula. 

.SUlPAliT  D— (iCARANTKK  AGKScY 
PROGRAMS 

177.33(,a)(l)(i) . .  II.  Loans  made  by  .Slate  agency  or  made  or  originated  428(b)(l)(A)(l 

by  school  lenders  to  undeigraduates  limited  to 
los.ser  of  $2,500  or  half  cost  of  education. 

177.:i3i,a)(l)(i) .  12.  l.A)ans  over  $1..500  to  Ist-yr  students  made  or  origl-  428(b)(1) (A) (11) 

nated  by  educational  institutions  require  multi¬ 
ple  disbursement. 

177.33(a)(l)(i),  177J3(a)(lKi*) . 13.  Raises  graduate  loan  maNimum  to  $5,000  yearly  428(b)(1)(A) 

and  $15,000  total.  428(b)a)(B) 

Bee  footnote  at  end  of  table. 
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Ohabt. — Impact  of  Bdwsation  AmendmenU  of  (Public  Law  94-48i)  on  guaranteed 
$tudent  loan  program  proposed  regulations — Continued 


Proposed  regulation  sections 

Statutory  section— 
Title  rv  of  the  Higher 

affected  by  Public  Law  94-482 

Provision 

Education  Act  of  1965, 
as  amended  by  Public 
Law  94-482 

177.33(a)  (l)(v) . .  14.  Student  may,  after  leaving  school,  request  a  re-  428(b)  {l)(E)(ii) 

payment  period  of  less  than  5  yr,  or  1  which 
begins  earlier  than  9  mo  after  leaving  school,  or 
both. 

177.33(a)  (l)(xi) . . 15.  Where  lender  and  borrower  agree,  allows  less  than  428(b)  (1)(L) 

$360  yearly  repayment.  428(b)  (1)(L) 

177.33(a) (l)(zi) . .  16.  Permits  $3M  yearly  minimum  repayment  for  428(b)U)(L) 

married  borrowers  both  having  guaranteed 
loans. 

177.33(a)  (l)(xv) _ _ _ _ 17.  Provides  deferment  for  approved  independent  428(b)  (l)(M)(i) 

graduate  study. 

177.33(a) (l)(xv) . . . . 18.  Allows  single  1-yr  deferment  for  unemployment...  428(b) (l)(M)(v) 

SUBPAET  F-FEDERALLT  INSUREO 
STUDENT  LOAN  FROORAK 

177.53(a) . .  19.  Recipients  of  Federal  student  assistance  must  be  497(e) 

maxing  satisfoctmy  progress  and  not  be  in  de- 
foult  or  owe  refunds  imder  any  title  IV  program 
at  school  where  currently  enrolled. 

177.54(a)(1) . . 20.  Loans  made  by  State  agency  or  made  or  oripnated  425(a)(1)(A) 

by  school  lenders  to  1-yr  students  limited  to 
lesser  of  $2,500  or  half  cost  of  education. 

177.54(a)(1) . . . . 21.  IxMtns  over  $1,500  to  l-jr  student  made  or  origi-  425(a)(1)(B) 

nated  by  educational  institutions  require  mul¬ 
tiple  disbursement. 

177.54(a)(2),  177.54(c) . . 22.  Raises  graduate  loan  maximums  to  $5,000  yearly  425(a)(1) 

and  $15,000  total.  425(a)  (2) 

177.58(a),  177.58(b) . 23.  Student  may,  after  leaving  school,  request  a  repay-  427(a)(2)(B)(iv) 

ment  period  of  less  than  5  yr,  or  1  which  begins 
earlier  than  9  mo  after  leaving  school,  or  both. 

177.58(f) . 24.  Provides  deferment  for  approved  independent  427(a) (2) (C)(i) 

graduate  study  programs. 

177.58(0 . 25.  Allows  single  1-yr  deferment  for  unemployment...  427(a) (2) (C)(v) 

177..58(b)(2) . 26.  Where  lender  and  borrower  agree,  allows  less  than  427(c) 

$360  yearly  repayment. 

177..58(b)(2) . 27.  Permits  $360  yearly  minimum  repayment  for  mar-  427(c) 

ried  borrowers  Iwth  having  gu^nteed  loans. 

177.62 .  28.  Commissioner  will  discharge  loan  obligation  on  437(b) 

basis  of  student  bankruptcy. 

177.65 . 29.  Provides  100-pct  Federal  insurance  to  State  lenders  425(b)(1) 

initially  each  year;  drops  to  90  pet  when  claims 
paid  exceed  5  pet  of  loans  in  repayment  at  end  of 
previous  year  and  to  80  pet  when  amount  exceeds 
9  pet. 


'  Provision  fofind  in  prior  law  has  been  eliminated  in  the  revised  law. 

Note.— The  Education  Amendments  of  1970  (Public  Law  94-482)  have  totally  rewritten  title  IV,  pt.  B  of  the 
Higher  Education  Act  of  1965. 


Part  II.  Other  provisions  of  Educations  Amendments  of  1976  (Public  Law  94-482) 
relevant  to  guaranteed  student  loan  program 


statutory  section  of  title  IV  of  the 
Higher  Education  Act  of  1966  as 
amended  by  Public  Law  BJViSt 

421(b)(4)(B) . . . 

421(c)... . . . 


4‘>2(c). 

423(c). 


424(a),  428(a)(5).... . . 

425(a)(1)(C),  428(b)(l)(A)(Ui). 


427(a)(1)(C),  428(b)(l)(Q). 
427(a)(2)(C),  428(b)  (1)(M). 


427(a)(2)CO),  428(b)  (1)(N), 
428(b)  (1)(P)... . 


428(C)(1)(B) 


428(c)... 

428(0(1). 

428(0(2). 

428(g)... 

430(a)... 


430(b)... 

432(c)... 

432(d)... 

433(a)... 

433(a)(1) 

433(b)(1). 


Provisioru 

1.  Authorizes  appropriations  to  guarantee  ^ency  reserve  funds. 

2.  Requires  Commissioner  to  develop  and  implement  a  plan  to  encourage  new 

gui^ntee  agencies. 

3.  Provides  advances  to  guarantee  agencies  for  reserve  funds. 

4.  Commissioner  may  not  suspend  Federal  contracts  of  current  school  lenders 

in  guarantee  agency  States  except  under  prescribed  conditions. 

5.  Extends  program  expiration  date  to  1981. 

6.  Commissioner  authorized  to  prescribe  exceptions  to  $2,500  undergraduate 

and  $5,(X)0  graduate  aimual  loan  limits. 

7.  Borrower  must  promptly  notify  bolder  of  note  of  any  change  of  address. 

8.  Substitutes  “Domestic  Volunteer  Service  Act  of  1973"  for  “Title  VIII  of  the 

Economic  Opportunity  Act  of  1964"  for  loan  deferment  purposes. 

9.  Requires  that  school  be  notified  of  loan  and  name  of  lender. 

10.  Requires  negotiation  of  repayment  within  4  mo  of  ceasing  enrollment 

(^arantee  agency  progranu  only). 

11.  Provides  100-pct  Federal  reinsurance  to  guarantee  agency  initially  each 

year;  drops  to  00-pct  when  claims  paid  exceed  5-pct  of  loans  in  repayment 
at  the  end  of  previous  year  and  to  80-pct  when  amount  exceeds  9-pct. 

12.  Authorizes  fee  of  $10  per  student  borrower  to  be  paid  to  eligible  educational 

institutions. 

13.  Authorizes  payment  of  H  pet  of  new  loan  principal  to  guarantee  agencies  as 

fee  for  administrative  costs. 

14.  Authorizes  additional  fee  of  pet  of  new  loan  volume  to  guarantee  agencies 

that  meet  prescribed  conditions. 

15.  Requires  the  Commissioner  to  act  upon  a  request  from  a  nonprofit  private 

guarantee  agency  to  participate  in  the  GSLP  within  180  d  and  notify 
Congress  of  his  actions. 

16.  Provides  payment  of  insured  interest  by  Commissioner  on  federally  insured 

loan  from  date  of  valid  ciaim  submission  until  date  Commissioner  au¬ 
thorizes  payment. 

17.  Under  prescribed  conditions,  Commissioner  can  contract  with  private 

business  or  guarantee  agency  for  default  collection. 

18.  Commissioner  must  make  annuai  ioan  volume  and  defoult  reports  by  lender 

categories. 

19.  Certain  loan  administration  functions  of  the  OfiSce  of  Education  may  be 

delegated  to  regional  offices. 

20.  No  loans  to  more  than  50  pet  of  student  body  by  school  lender;  hardship 

waiver  possible. 

21.  Borrower  must  provide  evidence  of  commercial  lender  refusal  before  borrow¬ 

ing  from  school  lender. 

22.  School  deemed  to  be  the  originator  of  a  loan  if  it  performs  certain  functions 

on  behalf  of  eligible  lender. 
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Part  II.  Other  provisions  of  Educations  Amendments  of  1976  {PmhUe  Law  9^-48S) 
relevant  to  guaranteed  student  loan  proi^rom— Continned 

statutory  $eelUm  of  tUU  IV  of  the 
Higher  Education  Act  196S  at 

amended  by  PuUie  Lcm  94-tSS  Provitiont 

435(a) . 23.  Eligible  edticational  institutions  may  not  use  commissioned  salesmen  to 

pnnnot J  gnaranteed  loans. 

435(g) . 24.  Eliminates  school  lenders  which  have  15-pct  default  rates  for  2  consecutive 

years;  waiver  possible  under  certain  conditions. 

435(0 .  25.  Defines  “due  diUgence." 

438(b)(4) . 26.  Commissioner  to  pay  daily  interest  on  special  allowance  and  interest  sub¬ 

sidy  billings  if  not  paid  within  30  d  after  receipt  of  billing. 

439(d)(3) . 27.  Student  Loan  Marketing  Association  can  secure  insured  student  loan 

transactions  by  taking  possession  or  filing  notice. 

439(1) .  28.  In  civil  actions,  Student  Loan  Marketing  Association  considered  a  resident 

of  the  Di.strict  of  Columbia. 

439.\ . 29.  Effective  Sept.  30,  1977,  student  loans  may  not  be  discharged  in  bank¬ 

ruptcy  until  5  yr  (exclusive  of  deferments)  after  the  repayment  period 
be^ns;  hardship  waiver  possible. 

440 .  30.  Provides  criminal  penalties  lor  unlawful  acts  in  connection  with  guaranteed 

student  loan  propgrain. 

497A(a)(3) . 31.  Requires  educational  institutions  to  report  student  status  and  addre-ss  to 

lender  or  guarantor. 

497A(b) . 32.  Authority  to  limit,  suspend  or  terminate  eUgibility  of  educational  institu¬ 

tions  extended  to  all  student  aid  programs.  Guaranteed  student  loan 
program  regulations  remain  in  effect  until  new  regulations  are  published. 

O . 33.  Eliminates  statutory  authority  for  the  Commissioner  to  make  loans  directly 

to  vocational  students. 


I  Provision  found  in  prior  law  has  been  eliminated  in  the  revised  law. 

Not*;  The  Education  Amendments  of  1976  (Public  Law  94-482)  have  totally  rewritten  title  IV,  PI.  B  of  the 
Higher  Education  Act  of  1965. 


Appkndix 

Selected  provisions  In  tbe  Education 
Amendments  of  1976  (Pub.  L.  94-482)  which 
affect  the  GSLP. 

“Part  B — ^Federal,  State,  and  Private  Pro¬ 
grams  or  Low-Interest  Insured  Loans  to 
Students  in  Institutions  or  Highbi 
Education 

"statement  of  purpose  and  appropriations 
authorized 

“Sec.  421.  (a)  The  purpose  of  this  part  Is 
to  enable  the  Commissioner  (1)  to  encourage 
States  and  nonprofit  private  institutions  and 
(»*ganlzations  to  establish  adequate  loan  In¬ 
surance  programs  for  students  in  eligible  In¬ 
stitutions  (as  defined  In  section  436),  (2)  to 
provide  a  Federal  program  of  student  locm 
insurance  for  students  or  lenders  who  do  not 
have  reasonable  access  to  a  State  or  private 
nonprofit  program  of  student  loan  insurance 
covered  by  an  agreement  under  section  428 

(b) .  (3)  to  pay  a  portion  of  the  Interest  on 
loans  to  qualified  students  which  are  made 
by  a  State  under  a  direct  loan  program  meet¬ 
ing  the  requirements  of  section  428(a)(1) 
(B),  or  which  are  insured  under  this  part  or 
tmder  a  program  of  a  State  or  of  a  non¬ 
profit  private  Institution  or  organization 
which  meets  the  requirements  of  section  428 

(c) (1)(A).  and  (4)  to  guarantee  a  portion 
of  each  loan  insured  under  a  program  of  a 
State  mr  of  a  nonprofit  private  Institution  or 
organization  which  meets  the  requirements 
of  section  428(a)  (1)  (C) . 

“(b)  For  the  purpose  of  carrying  out  this 
part — 

"(1)  There  are  authorized  to  be  appropri¬ 
ated  to  the  student  loan  insurance  fund 
(established  by  section  431)  (A)  the  sum  of 
81,000,0<X>,  and  (B)  such  further  sums,  if  any, 
as  may  become  necessary  for  the  adequacy  of 
the  student  loan  Insurance  fund, 

“(2)  There  are  authorized  to  be  appre^ri- 
ated,  for  payments  under  section  428  with 
respect  to  interest  on  student  loans  and  for 
payments  under  section  437,  such  sums  for 
the  fiscal  year  ending  June  30.  1966,  and 
succeeding  fiscal  years,  as  may  be  required 
therefor, 

"(3)  There  is  authorized  to  be  appropri¬ 
ated  the  sum  of  $17,500,000  for  maAlng  ad¬ 
vances  pursuant  to  section  422  for  the  reserve 
funds  of  State  and  nonprofit  private  student 
loan  insurance  programs, 

“(4)  There  are  authorized  to  be  appropri¬ 
ated  (A)  the  sum  of  $12,500,000  for  making 
advances  after  June  30,  1968,  pursuant  to 
sections  422  (a)  and  (b),  cmd  (B)  such  sums 
as  may  be  necessary  for  making  advances 
pursuant  to  section  422(c),  for  the  re.serve 


funds  of  State  and  nonprofit  private  student 
loan  insurance  programs,  and 
“(5)  There  are  authorized  to  be  appropri¬ 
ated  such  sums  as  may  be  necessary  for  the 
purpose  of  paying  an  administrative  cost 
allowance  In  accordance  with  section  428(f) 
to  State  and  nonprofit  institutions  and  orga¬ 
nizations  with  which  the  Commissioner  has 
an  agreement  under  section  428(b). 

Sums  Impropriated  under  clauses  (1),  (2), 
(4) ,  and  (6)  of  this  subsection  shall  remain 
available  until  expended,  and  sums  appro¬ 
priated  under  clause  (3)  of  this  subsection 
shall  remain  available  for  advances  under 
section  422  until  the  close  of  the  fiscal  year 
ending  June  30,  1968. 

"(c)  For  purposes  of  carrying  out  this 
part — 

“(1)  The  Commissioner  shall  develop  and 
execute  a  plan  designed  to  encourage  the 
establishment  of  student  loan  insurance  pro¬ 
gram  by  each  State  which  does  not  have  such 
a  program  covered  by  an  agreement  pursuant 
to  section  428(b) ; 

“(2)  The  Commissioner  shall  make  a  re¬ 
port  to  the  Congress  within  180  days  after  the 
enactment  of  the  Education  Amendments  of 
1976,  containing  a  description  of  the  plan 
developed  according  to  paragraph  (1)  accom¬ 
panied  by  a  timetable  for  the  execution  of 
such  plan;  and 

“(3)  The  Commissioner  shall  make  a  report 
to  the  Congress  before  June  30,  1977,  which 
shall  include — 

“(A)  A  description  of  the  activities  the 
Commissioner  and  his  designees  have  under¬ 
taken  pursuant  to  pan^rajA  (1), 

“(B)  A  description  of  such  State’s  plans  to 
establish  a  program  meeting  the  require¬ 
ments  of  section  428(b).  and 

“(C)  The  Commissioner’s  recommenda¬ 
tions  to  the  Congress  as  to  what  changes  in 
law,  or  policy  would  encourage  the  estab¬ 
lishment  of  such  a  program  in  all  States 
without  such  programs. 

“ADVANCES  FOR  RESERVE  FUNDS  OF  STATE  AND 
NONPROFIT  PRIVATE  LOAN  INSURANCE  PRO¬ 
GRAMS 

“Sec.  422. (a)  (1)  From  the  sums  appro¬ 
priated  pursuant  to  clauses  (3)  and  (4)  (A) 
of  section  421(b),  the  Commissioner  is  au¬ 
thorized  to  make  advances  to  any  State  with 
which  he  has  made  an  agreement  pursuant 
to  section  428(b)  for  the  purpose  of  helping 
to  establish  or  strengthen  the  reserve  fund 
of  the  student  loan  insurance  program  cov¬ 
ered  by  that  agreement.  If  for  any  fiscal  year 
a  State  does  not  have  a  student  loan  insur¬ 
ance  program  covered  by  an  agreement  made 
pursuant  to  section  428(b) ,  and  the  Commis¬ 
sioner  determines  after  consultation  with  the 


chief  executive  officer  of  that  State  that  there 
is  no  reasonable  likelihood  that  the  State 
will  have  such  a  student  loan  Insurance  pro¬ 
gram  for  such  year,  the  Commissioner  may 
make  advances  for  such  year  for  the  same 
purpose  to  one  or  more  nonprofit  private  in¬ 
stitutions  or  organizations  with  which  he  has 
made  an  agreement  pursuant  to  section  428 
(b)  in  order  to  enable  students  in  the  State 
to  i>articipate  in  a  program  of  student  loan 
Insurance  covered  by  such  an  agreement.  The 
Commlsisoner  may  make  advances  under  this 
subsection  both  to  a  State  program  (with 
which  he  has  such  an  agreement)  and  to  one 
or  more  nonprofit  private  institutions  or  or¬ 
ganizations  (with  which  he  has  such  an 
agreement)  in  that  State  if  he  determines 
that  such  advances  are  necessary  in  order 
that  students  in  each  eligible  institution 
have  access  through  such  institution  to  a 
student  loan  Insurance  program  which  meets 
the  requirement  of  section  428(b)  (1). 

“(2)  No  advance  shall  be  made  after  June 
30,  1968,  unless  matched  by  an  equal  amount 
from  non-Federal  sources.  Such  equal 
amount  may  Include  the  unencumbered  non- 
Federal  portion  of  a  reserve  fund.  As  used 
in  the  preceding  sentence,  the  term  ‘un¬ 
encumbered  non-Federal  portion’  means  the 
amount  (determined  as  of  the  time  im¬ 
mediately  preceding  the  making  of  the  ad¬ 
vance)  of  the  reserve  fund  less  the  greater 
of  (A)  the  sum  of  (1)  advances  made  under 
this  section  prior  to  July  1.  1968,  (ii)  an 
amount  equal  to  twice  the  amount  of  ad¬ 
vances  made  under  this  section  after  June  30, 
1968,  and  before  the  advance  for  purposes  of 
which  the  determination  is  made,  and  (ill) 
the  proceeds  of  earnings  on  advances  made 
under  this  section,  or  (B)  any  amount  which 
is  required  to  be  maintained  in  such  fund 
pursuant  to  State  law  or  regulation,  or  by 
agreement  with  lenders,  as  a  reserve  against 
the  insurance  of  outstanding  loans. 

“(3)  Advances  pursuant  to  this  subsection 
shall  be  upon  such  terms  and  conditions  (in¬ 
cluding  conditions  relating  to  the  time  or 
times  of  payment)  consistent  with  the  re¬ 
quirements  of  section  428(b)  as  the  Commis¬ 
sioner  determines  will  best  carry  out  the 
purposes  of  this  section.  Advances  made  by 
the  Commissioner  under  this  subsection  shall 
be  repaid  within  such  period  as  the  Com¬ 
missioner  may  deem  to  be  appropriate  in 
each  case  in  the  light  of  the  maturity  and 
solvency  of  the  reserve  fund  for  which  the 
advance  was  made. 

“(b)(1)  ’The  total  of  the  advances  to  any 
State  prior  to  July  1,  1968,  pursuant  to  sub¬ 
section  (a)  may  not  exceed  an  amount  which 
bears  the  same  ratio  to  2^^  per  centum  of 
$700,000,000  as  the  population  of  that  State 
aged  eighteen  to  twenty-two,  inclusive, 
bears  to  the  total  population  of  all  the  States 
aged  eighteen  to  twenty-two  Inclusive.  The 
amount  available,  however,  for  advances  to 
any  State  for  each  fiscal  year  ending  prior  to 
July  1,  1968,  shall  not  be  less  than  $25,000, 
and  any  additional  funds  needed  to  meet 
this  requirement  shall  be  derived  by  pro¬ 
portionately  reducing  (but  not  below  $25,000 
per  year)  the  amount  available  for  advances 
to  each  of  the  remaining  States.  Advances  to 
nonprofit  private  institutions  and  organiza¬ 
tions  prior  to  July  1,  1968,  pursuant  to  sub¬ 
section  (a)  may  be  in  such  amounts  as  the 
Commissioner  determines  will  best  achieve 
the  purposes  for  which  they  are  made,  except 
that  the  sum  of  (1)  advances  to  such  insti¬ 
tutions  and  organizations  for  the  benefit  of 
students  In  any  State  plus  (2)  the  amounts 
advanced  to  such  State,  may  not  exceed  the 
maximum  amount  which  may  be  advanced  to 
that  State  pursuant  to  the  first  two  sentences 
of  this  subsection. 

“(2)  The  total  of  the  advances  from  the 
sums  appropriated  pursuant  to  clause  (4)  (A) 
of  section  421(b)  to  nonprofit  private  insti¬ 
tutions  and  organizations  for  the  benefit  of 
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students  in  any  State  and  (B)  to  such  State 
may  not  exceed  an  amount  whl^  bean  ttie 
same  ratio  to  such  sums  as  the  p<^ulatlon 
of  such  State  aged  eighteen  to  tWMxty-tieo, 
Inclusive,  bean  to  the  pt^ula^n  of  all  the 
States  aged  eighteen  to  twmrty-two,  inclu¬ 
sive,  but  such  advances  may  otherwise  be  in 
such  amounts  as  the  Oommissloner  deter¬ 
mines  will  best  achieve  the  piirposes  for 
which  they  are  made.  The  amount  available, 
however,  for  advances  to  any  State  shall  not 
be  less  than  $25,000,  and  any  additional 
funds  needed  to  meet  this  requirement  shall 
be  derived  by  prc^xirtlonately  reducing  (but 
not  below  $25,000)  the  amount  available  for 
advances  to  each  of  the -remaining  States. 

"(3)  For  the  purposes  ot  this  subsection, 
the  p<9ulatton  aged  eighteen  to  twenty-two, 
inclusive,  of  each  State  and  of  all  the  States 
shall  be  determined  by  the  Commissioner  on 
the  basis  of  the  most  recent  satisfactory  data 
available  to  him. 

“(e)  (1)  FktMn  sums  appropriated  pursuant 
to  se^ion  421(b)(4)(B),  the  Commissioner 
shall  advance  to  each  State  which  has  an 
agreement  with  the  Commissioner  under  sec¬ 
tion  428(0)  with  respect  to  a  student  locm 
insurance  program,  an  amount  determined 
in  accmdance  with  paragraph  (2)  of  this 
subsection  to  be  used  for  the  pxupose  of 
making  payments  imder  the  State’s  insur¬ 
ance  obligations  under  such  program. 

”(2)  (A)  Except  as  provided  in  subpara- 
grai^  (B),  the  amount  to  be  advanced  to 
each  such  State  shall  be  equal  to  the  greater 
of  (1)  $60,000,  or  (11)  10  per  centum  of  the 
principal  amount  insured  by  such  agency  on 
those  loans  on  which  the  first  payment  of 
principal  became  due  during  the  fiscal  year 
immediately  preceding  the  fiscal  year  in 
which  the  advance  is  made. 

"(B)  The  amount  ot  any  advance  deter¬ 
mined  according  to  subparagraph  (A)  of 
this  paragriq>h  shall  be  reduced  by  (i)  the 
amount  at  any  advance  <m:  advances  made  to 
such  State  pmrsuant  to  this  subsection  at 
an  earlier  date,  and  (11)  the  amount  of  the 
unspent  balance  at  the  advances  made  to  a 
State  pura^lant  to  subsection  (a) . 

"(C)  For  purposes  of  subparagraph  (B)  the 
unspent  balance  of  the  advances  made  to  a 
State  pursuant  to  subsection  (a)  shall  be 
that  pmidcm  of  the  balance  at  the  State's 
reserve  fund  (remaining  at  the  Ume  of  the 
State’s  first  request  for  an  advance  piirsuant 
to  this  subsectkHi)  which  bears  the  same 
ratio  to  such  balance  as  the  Federal  advances 
made  and  not  returned  by  such  State,  pur- 
susmt  to  subsection  (a),  bears  to  the  total 
of  all  iMst  contributions  to  such  reserve  fund 
from  an  sources  (other  than  interest  on  in¬ 
vestment  of  any  portion  of  the  reserve  fund) 
eontributed  since  the  date  such  State  ex¬ 
ecuted  an  agreement  pvu^uant  to  section 
428(b) . 

"(3)  The  earnings,  if  any,  on  any  invest¬ 
ments  of  advances  received  piusuant  to  this 
subsection  must  be  used  for  making  pay¬ 
ments  under  the  State’s  insurance  obliga¬ 
tions. 

“(4)  (A)  No  repayment  of  any  advances 
made  pursuant  to  this  subsection  shall  be 
required  until  such  time  as  the  sum  of  the 
advances  under  this  subsection  exceeds  20 
per  centum  of  the  State’s  outstandii^  insur¬ 
ance  obligation  determined  in  accmdance 
with  subparagraph  (B)  of  this  paragraph. 

"(B)  For  purposes  of  this  paragraph,  a 
State’s  outstanding  insiurance  obligation 
shall  be  determined  by  subtracting  from  the 
total  principal  ammmt  of  loans  Insured  by 
the  State  since  it  entered  into  an  agreement 
pursuant  to  section  428(b),  the  total  prin¬ 
cipal  amount  of  loans  Insured  by  such  State 
which  have  been  fully  repaid  by  the  borrower, 
the  State  Itself,  or  the  Commissioner,  and 
loans  which  have  been  canceled. 


"(O)  At  such  time  as  advances  pursuant 
to  this  subseetton  reach  the  level  indicated 
in  subparagraph  (A)  oC  this  paragraph,  the 
amount  of  any  efxoen  shall  be  paid  over  to 
the  Oommlaskmer  In  a  taxap  sum  at  the  be¬ 
ginning  of  each  fiscal  year  for  deposit  in  the 
f\md  established  by  section  431, 

"(5)  Advances  pursuant  to  this  subsection 
shall  be  made  to  a  State — 

“(A)  In  the  case  of  a  State  which  is 
actively  carrying  on  a  program  under  an 
agreement  pursuant  to  section  428(b)  which 
was  enter^  into  before  the  ^ectlve  date  of 
this  8ubeecti<m,  up<m  such  date  as  such  State 
may  request,  but  itot  before  October  1,  1977, 
and  on  the  same  day  of  each  of  the  two  suc¬ 
ceeding  calendar  years  after  the  date  so  re¬ 
quested;  and 

“(B)  In  the  case  of  a  State  which  enters 
into  an  agreement  pursuant  to  section  428 
(b)  on  or  after  the  effective  date  of  this 
subsection,  upon  such  date  as  such  State  may 
request,  but  not  before  October  1,  1977,  and 
on  the  same  day  of  each  of  the  four  succeed¬ 
ing  calendar  years  after  the  date  so  requested 
of  the  advance. 

"46)  (A)  If  tor  any  fiscal  year  a  State  does 
not  have  a  student  loan  insurance  program 
covored  by  an  agreement  made  pursuant  to 
section  438(b) .  and  the  Commissioner  deter¬ 
mines  after  consultation  with  the  chief  ex¬ 
ecutive  officer  of  that  State  that  there  is  no 
reasonable  Ittellhood  that  the  State  will  have 
such  a  student  loan  insmance  program  for 
such  year,  the  Commissioner  may  make  ad¬ 
vances  pursuant  to  this  subsection  for  such 
year  for  the  same  purpose  to  one  or  more 
nonprofit  p^vate  institutions  or  organiza- 
tkms  with  which  he  has  made  an  agreement 
pursuant  to  subeeetton  (e) ,  as  well  as  subsec¬ 
tion  (b),  of  section  428  and  subparagraph 
(B)  of  this  paragn^ifa  In  order  to  enable  stu¬ 
dents  in  that  State  to  participate  in  a  pro¬ 
gram  of  student  loan  insurance  covered  by 
such  agreements. 

“(B)  The  Commissioner  may  enter  into  an 
agreement  with  a  private  nonprofit  institu¬ 
tion  or  organization  for  purposes  of  this 
paragnq>h  under  which  such  institution  or 
organisation — 

"  (i)  Agrees  to  establish  within  such  State 
at  least  one  office  with  sufficient  staff  to  han¬ 
dle  written  and  teleph<me  inquiries  from 
students,  ffilglble  lenders,  and  other  persons 
in  that  State,  to  enoowage  maximum  com¬ 
mercial  Irader  participation  within  the 
State,  and  to  ocmduet  periodic  visits  to  at 
least  the  ma]<»  eligible  lendNS  within  the 
State, 

“(li)  Agrees  that  its  insurance  will  not  be 
denied  any  student  because  of  his  choice  of 
eligible  institutions  or  the  student’s  lack  of 
need,  and 

"(iil)  Certifies  that  it  is  neither  an  institu¬ 
tion,  nor  has  any  substantial  affiliation  with 
an  institution. 

“EFFXCTS  OF  ADEQUATE  NON-FEDERAL  PROGRAMS 

“Sec.  423.  (a)  Except  as  provided  in  sub¬ 
sections  (b)  and  (c) ,  the  Commissioner  shfdl 
not  issue  certificates  of  insurance  tmder  sec¬ 
tion  429  to  lenders  in  a  State  if  he  deter¬ 
mines  that  every  eligible  institution  has  rea¬ 
sonable  access  in  that  State  to  a  State  or 
private  nonprofit  student  loan  insurance  pro¬ 
gram  which  is  covered  by  an  agreement  im- 
der  section  428(b) . 

“(b)  ’The  Oommissloner  may  issue  certlf- 
catQ_of  Insurance  under  section  420  to  a 
lender  in  a  State — 

“(1)  For  insurance  of  a  loan  made  to  a 
student  borrower  who  does  not,  by  reason 
of  his  residence,  have  access  to  loan  Insurance 
imder  the  loan  Insurance  program  of  such 
State  (iM-  under  any  private  nonpr<ffit  loan 
Insurance  program  which  has  received  an  ad¬ 
vance  under  section  432  for  the  benefit  of 
students  in  such  State) ,  or 


"(2)  For  insurance  of  all  of  the  loans  made 
to  student  borrowera  by  a  lender  who  satisfies 
the  Oommisekmer  that,  by  reason  of  the  resi¬ 
dence  ot  each  borrowers,  such  lender  will  not 
have  access  to  any  single  State  or  nonprofit 
private  loan  tnsuranee  program  which  will 
insure  substantially  all  the  loans  such 
lender  Intends  to  make  to  such  student  bor¬ 
rowers. 

“(c)  The  Commissioner  shall  not  deny, 
because  of  any  provision  of  this  section,  a 
certificate  ot  insurance  under  section  429 
to  any  eligible  lender  which  is  an  eligible 
institution  if  such  lender  has  previously  exe¬ 
cuted  an  agreement  with  the  Commissioner 
pursuant  to  section  433  of  this  part,  unless 
the  Commissioner  determines,  based  upon 
studies  and  surveys  satisfactory  to  him,  that 
access  to  a  loan  by  all  eligible  students  Who 
make  an  active  and  diligent  effort  to  obtain 
a  loan  jihder  this  part  will  be  otherwise 
available.  In  order  to  carry  out  the  provisions 
of  the  preceding  sentence  the  Commissioner 
shall  periodically  assess  the  availability  of 
loans  to  eligible  students  through  studies 
and  surveys  und^taken  by  him  and  through 
review  ot  properly  conducted  studies  and 
surveys  made  available  to  him. 

“scope  and  duxation  or  federal  loan 

mSDXAIVCE  PEOGEAII 

“Sec.  424.  (a^  ’The  total  principal  amount 
of  new  loans  made  and  Installments  paid 
pursuant  to  lines  of  credit  (as  defined  in 
section  435)  to  students  covered  by  Federal 
loan  Insurance  imder  this  part  shall  not 
exceed  $1,400,000,000  for  the  fiscal  year  end¬ 
ing  June  30,  1972,  $1,600,000,000  tor  the  fiscal 
year  ending  June  30,  1973,  $1^00,000,000  for 
the  fiscal  year  ending  June  30,  1974,  $2,000,- 
000,000  for  each  ot  the  fiscal  years  ending 
June  30,  1975,  and  1976,  and  $2,000,000,000 
for  the  period  from  July  1,  1976,  to  Septem¬ 
ber  30,  1976,  and  for  reach  of  the  succeeding 
fiscal  yefus  ending  prior  to  October  1,  1981. 
Thmafter,  Federal  loan  insurance  pursuant 
to  this  pait  may  be  granted  only  for  loans 
made  (or  for  locm  installments  paid  pursuant 
to  lines  of  credit)  to  enable  students,  who 
have  obtained  prltN*  locms  insured  tmder  this 
part,  to  continue  or  complete  their  educa¬ 
tional  program;  bxit  no  Insurance  may  be 
granted  for  any  loan  made  or  installment 
paid  after  September  30, 1985. 

“(b)  The  CommlssionCT  may,  if  he'^'S^s 
it  necessary  to  do  so  in  order  to  assure  an 
equitable  distribution  of  the  benefits  ot  this 
part,  assign,  within  the  maximum  amoimts 
specified  in  subsection  (a).  Federal  loan  in¬ 
surance  quotas  applicable  to  eligible  lenders, 
or  to  States  or  areas,  and  may  from  time  to 
time  reassign  unused  portions  of  these 
quotas. 

“limitations  on  individual  federally  in¬ 
jured  LOANS  AND  ON  FEDERAL  LOAN  INSUR¬ 
ANCE 

“Sec.  425.  (a)(1)  The  total  of  loans  made 
to  a  student  in  any  academic  year  or  its 
equivalent  (as  determined  by  the  Commis¬ 
sioner)  which  may  be  covered  by  Federal 
locm  insurance  under  this  part  may  not  ex¬ 
ceed  $2,500  in  the  case  of  a  student  who  has 
not  successfully  completed  a  program  of  un¬ 
dergraduate  education,  or  $6,000  in  the  case 
of  a  graduate  .or  prctfessional  student  (as 
defined  in  regulations  of  the  Commissioner), 
except — 

“(A)  that  in  the  case  of  a  locm  to  a  student 
who  is  or  will  be  in  his  first  yecu*  of  a  pro¬ 
gram  of  undergraduate  education,  and  who 
has  not  previously  enrcfiled  in  such  a  pro¬ 
gram  which  is  made  by  an  eligible  lender 
as  described  in  section  435(g)(1)(D)  or 
which  is  made  or  originated  (as  defined  in 
section  433(b) )  by  an  eligible  institution,  the 
locm  may  not  exceed  the  lesso'  of  $2,500  or 
50  pw  centum  of  the  estimated  cost  of  at- 
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tendance  (calculated  In  accordance  witb  th« 
provisions  of  section  428(a)  (2)  (C)(1)), 

“(B)  that  in  the  case  of  a  loan  made  or 
originated  (defined  in  section  433(b)  by  an 
eligible  institution  which  is  made  to  a  stu¬ 
dent  for  his  first  academic  yettr  of  postsec¬ 
ondary  education,  the  loan  may  exceed  81,600 
only  if  it  is  to  be  disbursed  in  two  or  more 
installments  none  of  which  exceeds  one-half 
of  the  loan,  with  the  Interval  between  the 
first  and  second  of  such  installments  being 
not  less  than  one-third  of  the  period  of  en¬ 
rollment  for  which  the  student  received  the 
loan,  and 

“(C)  in  cases  where  the  Commissioner  de¬ 
termines,  pursuant  to  regulations  prescribed 
by  him,  that  a  higher  amount  is  warranted 
in  order  to  carry  out  the  purposes  of  this 
part  with  respect  to  students  engaged  in 
specialized  training  requiring  exceptionally 
high  cost  of  education. 

The  annual  insurable  limit  per  student 
shall  not  be  deemed  to  be  exceeded  by  a  line 
of  credit  under  which  actual  payments  by 
the  lender  to  the  borrower  will  not  be  made 
in  any  year  in  excess  of  the  annual  limit. 

“(2)  The  aggregate  insured  unpaid  princi¬ 
pal  amount  for  all  such  insured  loans  made 
to  any  student  shall  not  at  any  time  exceed 
$7,500,  in  the  case  of  any  student  who  has 
not  successfully  completed  a  program  of 
undergraduate  education,  and  $15,000  in  the 
case  of  any  graduate  or  professional  student 
(as  defined  by  regulations  of  the  Commis¬ 
sioner  and  including  any  loans  which  are  in¬ 
sured  by  the  Commissioner  under  this  part, 
or  by  a  State  or  nonprofit  institution  or  or¬ 
ganization  with  which  the  Commissioner  has 
an  agreement  under  section  428(b),  made  to 
such  person  before  he  became  a  graduate  or 
professional  student) . 

“(b)  (1)  (A)  Except  as  provided  in  subpara¬ 
graph  (B),  the  insurance  liability  on  any 
loan  insured  by  the  Commissioner  under  this 
part  shall  be  100  per  centum  of  the  unpaid 
balance  of  the  principal  amount  of  the  loan 
plus  interest,  except  that — 

“(i)  if,  for  any  fiscal  year,  the  total  amount 
of  payments  under  section  430  by  the  Com¬ 
missioner  to  any  eligible  lender  as  described 
in  section  435(g)  (1)  (D)  exceeds  5  per  centum 
of  the  sum  of  the  loans  made  by  such  lender 
which  are  insured  by  the  Commissioner  and 
vrtil,-'-  were  in  repayment  at  the  end  of  the 
preceding  fiscal  year,  the  insurance  liability 
under  this  subsection  for  that  portion  of 
such  excess  which  represents  loans  insured 
after  the  applicable  date  with  respect  to  such 
loans,  as  determine  under  subparagraph 
(C),  shall  be  equal  to  90  per  centum  of  the 
amount  of  such  portion; 

“(ii)  if,  for  any  fiscal  year,  the  total 
amount  of  such  payments  to  such  a  lender 
exceeds  9  per  centum  of  such  sum,  the  in¬ 
surance  liability  under  this  subsection  for 
that  portion  of  such  excess  which  represents 
loans  insured  after  the  applicable  date  with 
respect  to  such  loans,  as  determined  under 
subparagraph  (c),  shall  be_aqual  to  80  per 
centum  of  the  amount  of  such  portion. 

“(B)  Notwithstanding  subparagraph  (A), 
the  provisions  of  clauses  (i)  and  (li)  shall 
not  apply  to  any  eligible  lender  as  described 
in  section  435(g)  (1)  (D)  for  the  fiscal  year  in 
which  such  lender  begins  to  carry  on  a  loan 
program  insured  by  the  Commissioner,  or 
for  any  of  the  four  succeeding  fiscal  years. 

“(C)  The  applicable  date  with  respect  to  a 
loan  made  by  an  eligible  lender  as  described 
in  section  435(g)(1)(D)  shall  be— 

"  (i)  ttie  90th  day  after  the  adjournment  of 
the  next  reg;ular  session  of  the  appropriate 
State  legislature  which  convenes  after  the 
date  of  enactment  of  the  Education  Amend¬ 
ments  of  1976,  or 

“(ii)  If  the  primary  source  of  lending  cap¬ 
ital  for  such  lender  is  derived  from  the  sale 
of  bonds,  and  the  constitution  of  the  {q)pro- 


priate  State  prohibits  a  pledge  of  such  Slate’s 
credit  as  secmdty  against  such  bonds,  the 
day  which  is  one  year  after  such  90th  day. 

“(2)  For  the  purposes  of  this  subsection, 
the  sum  of  the  loans  made  by  a  lender  which 
are  insured  by  the  Commissioner  and  which 
are  in  repayment  shall  be  the  original  prin¬ 
cipal  amount  of  loans  made  by  such  lender 
which  are  insured  by  the  Commissioner  re¬ 
duced  by  (A)  the  amount  the  Commissioner 
has  been  required  to  pay  to  discharge  his 
insurance  obligations  undw  this  part,  (B) 
the  original  in-lncipal  amount  of  loans  in¬ 
sured  by  the  Commissioner  which  have  been 
fully  repaid,  (C)  the  original  principal 
amount  Insvired  on  those  loans  for  which 
payment  of  first  installment  of  principal  has 
not  become  due  ptirsuant  to  section  427(a) 
(2)  (B)  or  such  first  installment  need  not  be 
paid  pursuant  to  section  427(a)  (2)  (C),  and 
(D)  the  original  principal  amount  of  loans 
repaid  by  the  Commis^oner  under  section 
437. 

“(3)  For  the  purposes  of  this  subsection, 
pa3fment8  by  the  Commissioner  under  section 
430  to  an  assignee  of  the  lender  with  respect 
to  a  loan  shall  be  deemed  payments  made  to 
such  lender. 

“(4)  The  full  faith  and  credit  of  the 
United  States  is  pledged  to  the  payment  of  all 
amounts  which  may  be  required  to  be  paid 
under  the  provisions  of  section  430  or  437 
of  this  part.” 

“SOUHCES  OF  FUNDS 

“Sec.  426.  Loans  made  by  eligible  lenders 
in  accordance  with  this  part  shall  be  insur¬ 
able  by  the  Commissioner  whether  made 
from  funds  fully  owned  by  the  lender  or 
from  funds  held  by  the  lender  in  a  trust  or 
similar  capacity  and  available  for  such  loans. 

“ELIGIBn:.ITT  OF  STUDENT  BORROWERS  AND  TERMS 
or  FEDERAULT  INSURED  STUDENT  LOANS 

“Sec.  427.  (a)  A  loan  by  an  eligible  lender 
shall  be  Insurable  by  the  Commissioner  un¬ 
der  the  provisions  of  this  part  only  if — 

“(1)  made  to  a  student  who  (A)  has  been 
accepted  for  enrollment  at  an  eligible  insti¬ 
tution  at.  in  the  case  of  a  student  already 
attending  such  institution,  is  in  good  stand¬ 
ing  there  as  determined  by  the  institution, 
(B)  is  carrying  at  least  one-half  of  the  nor¬ 
mal  fulltime  workload  as  determined  by  the 
Institution,  and  (C)  has  agreed  to  notify 
promptly  the  holder  of  the  loan  concerning 
any  change  of  address;  and 

“(2)  evidenced  by  a  note  or  other  written 
agreement  which — 

“(A)  is  made  without  security  and  without 
endorsement,  except  that  if  the  borrower  is 
a  mincH:  and  such  note  or  other  written  agree¬ 
ment  executed  by  him  would  not,  under  the 
applicable  law,  create  a  binding  obligation, 
endorsement  may  be  required. 

“(B)  provides  for  repayment  (except  as 
provided  in  subsection  (c) )  of  the  principal 
amount  of  the  loan  in  installments  over  a 
period  of  not  less  than  five  years  (tmless 
sooner  repaid  or  unless  the  student,  during 
the  nine-  to  twelve-month  period  preceding 
the  start  of  the  repayment  period,  specifically 
requests  that  repayment  be  made  over  a 
shorter  period)  nw  more  than  ten  years  be¬ 
ginning  not  earlier  than  nine  months  nor 
later  than  one  year  after  the  date  on  which 
the  student  ceases  to  carry  at  an  eligible 
institution  at  least  one -half  the  normal  full¬ 
time  academic  workload  as  determined  by 
the  institution,  except — 

“(1)  as  provided  in  clause  (C)  below, 

“(ii)  that  the  period  of  the  loan  may  not 
exceed  fifteen  years  from  the  execution  of  the 
note  or  written  agreement  evidencing  it. 

(ill)  that  the  note  or  other  written  instru¬ 
ment  may  contain  such  provisions  relating 
to  repayment  in  the  event  of  default  in  the 
payment  of  Interest  or  in  the  payment  of  the 


cost  of  Insurance  premiums,  or  other  default 
by  the  borrower,  as  may  be  authorized  by 
regulations  of  the  Commissioner  in  effect  at 
the  time  the  loan  is  made,  and 

“(Iv)  that  the  lender  and  the  student,  after 
the  student  ceases  to  carry  at  an  eligible  in¬ 
stitution  at  least  one-half  the  normal  full¬ 
time  academic  workload  as  determined  by 
the -Institution,  may  agree  to  a  repayment 
schedule  which  begins  earlier,  or  is  of  shorter 
duration,  than  required  by  this  subpara¬ 
graph,  except  that  in  the  event  a  student  has 
requested  and  obtained  a  repayment  period 
of  less  than  five  years,  he  may  at  any  time 
prim*  to  the  total  repayment  of  the  loan,  have 
the  repayment  period  extended  so  that  the 
total  repayment  period  is  not  less  than  five 
years, 

“(C)  provides  that  periodic  installments  of 
principal  need  not  be  paid,  but  interest  shall 
accrue  and  be  paid  during  any  period  (i) 
dmlng  which  the  borrower  is  pursuing  a  full¬ 
time  course  of  study  at  an  ‘eligible  institu¬ 
tion’  or  is  pursuing  a  course  of  study  pur¬ 
suant  to  a  graduate  fellowship  program  ap¬ 
proved  by  the  Commissioner,  (li)  is  not  in 
excess  of  three  years  dtiring  which  the  bor¬ 
rower  is  a  member  of  the  Armed  Forces  of  the 
United  States,  (ill)  not  in  excess  of  three 
years  during  which  the  borrower  is  in  service 
as  a  volunteer  under  the  Peace  Corps  Act, 
(iv)  not  in  excess  of  three  years  during  which 
the  borrower  is  in  service  as  a  full-time  vol¬ 
unteer  under  the  Domestic  Volunteer  Service 
Act  of  1973,  or  (v)  during  a  single  period 
not  in  excess  of  twelve  months,  at  the  request 
of  the  borrower,  during  which  the  borrower 
is  seeking  and  unable  to  find  full-time  em¬ 
ployment,  and  any  such  period  shall  not  be 
included  in  determining  the  ten-year  period 
or  the  fifteen-year  period  provided  in  clause 
(B)  above, 

“(D)  provides  for  interest  on  the  unpaid 
principal  balance  of  the  loan  at  a  yearly  rate, 
not  exceeding  the  applicable  maximum  rate 
prescribed  and  defined  by  the  Secretary 
(within  the  limits  set  forth  in  subsection 
(b) )  on  a  national,  regional,  or  other  appro¬ 
priate  basis,  which  interest  shall  be  payable 
in  installments  over  the  period  of  the  loan 
except  that,  if  provided  in  the  note  ch:  other 
written  agreement,  any  interest  payable  by 
the  student  may  be  deferred  until  not  later 
than  the  date  upon  which  repayment  of  the 
first  installment  of  principal  falls  due,  in 
which  case  interest  that  has  so  accrued  dur¬ 
ing  that  period  may  be  added  on  that  date 
to  the  principal, 

“(E)  provides  that  the  lender  will  not  col¬ 
lect  or  attempt  to  collect  from  the  borrower 
any  portion  of  the  interest  on  the  note  which 
is  payable  by  the  Commissioner  under  this 
part,  and  that  the  lender  will  enter  into  such 
agreements  with  the  Commissioner  as  may 
be  necessary  for  the  pmposes  of  section  437, 

“(F)  entitles  the  student  borrower  to  accel¬ 
erate  without  penalty  repayment  of  the 
whole  or  any  part  of  the  loan, 

“(G)  provides  that,  in  the  case  of  each  loan 
insured  by  the  program,  the  eligible  institu¬ 
tion  attended  by  the  borrower  at  the  time  of 
the  loan  will  be  notified  of  such  insurance 
and  the  name  of  the  lender  making  the  loan, 
and  such  notification  will  be  made  either  by 
(1)  the  prompt  transmittal  of  such  informa¬ 
tion  to  the  institution  by  the  insurer  or  the 
lender,  or  (li)  a  requirement  of  the  insurer, 
as  a  condition  of  its  Insurance,  that  the  lend¬ 
er  shall  transmit  any  checks  for  the  proceeds 
of  such  loan  directly  to  the  eligible  institu¬ 
tion  for  delivery  to  the  borrower; 

‘’‘(H)  the  funds  borrowed  by  a  student 
are  disbursed  by  check  payable  to  the  order 
and  requiring  the  endorsement  of  such  stu¬ 
dent,  and 

“(I)  contains  such  other  terms  and  con¬ 
ditions,  consistent  with  the  provisions  of 
this  part  and  with  the  regulations  issued  by 
the  Commissioner  pursuant  to  this  part,  as 
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may  be  agreed  upon  by  the  parties  to  such 
loan,  Including,  if  agreed  upon,  a  provision 
requiring  the  borrower  to  pay  the  lender, 
in  addition  to  principal  and  Interest, 
amounts  equal  to  the  Insurance  premiums 
payable  by  the  lender  to  the  Commissioner 
with  respect  to  such  loan. 

“(b)  No  maximum  rate  of  interest  pre¬ 
scribed  and  defined  by  the  Secretary  fca-  the 
purposes  of  clause  (2)  (D)  of  subsection  (a) 
may  exceed  7  per  centum  per  annum  on  the 
unpaid  principal  balance  of  the  loan. 

“(c)  The  total  of  the  payments  by  a  bor¬ 
rower  during  any  year  of  any  repayment  pe¬ 
riod  with  respect  to  the  aggregate  amount  of 
all  loans  to  that  borrower  which  are  insured 
under  this  part  shall  not  imless  the  borrower 
and  the  lender  otherwise  agree,  be  less  than 
$360  or  the  balance  of  all  of  such  loans  (to¬ 
gether  with  interest  thereon),  whichever 
amount  Is  less,  except  that  In  the  case  of  a 
husband  and  wife,  Irath  of  whom  have  such 
loans  outstanding,  the  total  of  the  com¬ 
bined  payments  for  such  a  couple  during  any 
year  shall  not  be  less  than  $360  or  the  bal¬ 
ance  of  all  such  loans,  whichever  is  less. 

"FEDERAL  PAYMENTS  TO  REDUCE  STUDENT 
INTEREST  COSTS 

“8>sc.  426.  (a)(1)  Each  student  who  has 
:receiveil  »  loi*u  for  study  at  an  eligible 
l>-;.t}t’«slon — 

"(A)  which  is  Insuied  by  the  Commis¬ 
sioner  under  this  part; 

"(B)  which  was  made  under  a  State  stu¬ 
dent  loan  program  (meeting  criteria  pre¬ 
scribed  by  the  Oommissioner),  and  which 
was  contracted  for,  and  paid  to  the  student, 
within  the  period  specified  by  paragraph  (5) ; 
or 

“(C)  which  is  insured  under  a  program  of 
a  State  or  of  a  nonpr(^t  private  institution 
or  organization  which  was  contracted  for, 
and  paid  to  the  student,  within  the  period 
specified  in  paragraph  (6).  and  which — 

“(1)  In  the  case  of  a  loan  insured  prior  to 
July  1,  1067,  was  made  by  an  eligible  lender 
and  is  insured  under  a  program  which  meets 
the  requirements  of  subparagarph  (E)  of 
subsection  (b)(1)  and  provides  that  repay¬ 
ment  of  such  loan  shall  be  in  installments 
beginning  not  earlier  than  sixty  days  after 
the  student  ceases  to  pursue  a  course  of 
study  (as  described  in  subparagraph  (D)  of 
subsection  (b)(1)  at  an  eligible  institution, 
or 

“(ii)  in  the  case  of  a  locm  insvired  after 
June  30,  1967,  is  insured  imder  a  program 
covered  by  an  agreement  made  pursuant  to 
subsection  (b), 

shall  be  entitled  to  have  paid  on  his  behalf 
and  for  his  account  to  the  holder  of  the  loan 
a  portion  of  the  Interest  on  such  loan  under 
circumstances  described  in  paragraph  (2). 

"(2)  (A)  Each  student  qualifying  for  a  por¬ 
tion  of  an  Interest  payment  under  paragraph 
(1)  shall— 

"(1)  have  provided  to  the  lender  a  state¬ 
ment  from  the  eligible  institution,  at  which 
the  student  has  been  accepted  for  enroll¬ 
ment,  or  at  which  he  is  in  attendance  in  good 
standing  (as  determined  by  such  institu¬ 
tion),  which — 

“(I)  sets  forth  such  student’s  estimated 
costs  of  attendance  and 

"(II)  sets  forth  such  student’s  estimated 
financial  assistance;  and 

“(ii)  meet  the  requirements  of  subpara¬ 
graph  (B). 

“(B)  For  the  purposes  of  clause  (11)  of 
subparagraph  (A),  a  student  shall  qualify 
for  a  portion  of  an  Interest  payment  under 
paragraph  (1)  If  such  student’s  adjusted 
family  income  at  the  time  of  execution  of 
the  note  or  written  agreement  evidencing 
such  loan — 

"(1)  is  less  than  $25,000;  or 


“(ii)  is  equal  to  or  greater  than  $25,000 
and  the  eligible  Institution  has  provided  the 
lender  with  a  statement  evidencing  a  deter¬ 
mination  of  need  and  recommending  a  loan 
in  the  amount  of  such  need. 

“(C)  For  the’purposes  of  paragraph  (1) 
and  this  paragraph — 

“(i)  a  student’s  estimated  cost  of  attend¬ 
ance  means,  for  the  period  for  which  the 
loan  is  sought,  the  tuition  and  fees  applica¬ 
ble  to  such  student  together  with  the  insti¬ 
tution’s  estimate  of  other  expenses  reason¬ 
ably  related  ,to  attendance  at  such  institu¬ 
tion,  including,  but  not  limited  to,  the  cost 
of  room  and  board,  reasonable  commuting 
costs,  and  costs  for  books; 

“(ii)  a  student’s  estimated  financial  as¬ 
sistance  means,  for  the  period  for  which  the 
loan  is  sought,  the  amount  of  assistance  such 
student  will  receive  under  parts  A,  C,  and  E 
of  this  title,  plus  other  scholarship,  grant,  or 
loan  assistance; 

“(ill)  the  term  ’eligible  institution’  when 
used  with  respect  to  a  student  is  the  eligible 
institution  at  which  the  student  has  been 
accepted  for  enrollment  or.  in  the  case  of  a 
student  who  is  in  attendance  at  such  an  in¬ 
stitution,  at  which  the  student  H  in  good 
standing  (as  determined  by  such  institu¬ 
tion); 

“(iv)  the  determination  of  need  and  the 
amount  of  a  loan  recommended  by  an  eligible 
institution  under  subparagraph  (B)  (ii)  with 
respect  to  a  student  shall  be  determined  by 
subtracting  from  the  estimated  cost  of  at¬ 
tendance  at  such  Institution  the  toal  of  he 
expected  family  contribution  with  respect  to 
such  student  (as  determined  by  means  other 
than  one  formulated  by  the  Commissioner 
under  subpart  1  of  part  A  of  this  title)  plus 
any  other  resources  or  student  financial  as¬ 
sistance  reasonably  available  to  such 
student. 

"(D)  For  the  purposes  of  this  paragraph, 
the  adjusted  family  income  of  a  student  shall 
be  determined  pursuant  to  regulations  of  the 
Commissioner  in  effect  at  the  time  of  the  ex¬ 
ecution  of  the  note  or  written  agreement 
evidencing  the  loan.  Such  regulations  shall 
provide  for  taking  into  account  such  fac¬ 
tors,  including  family  size,  as  the  Commis¬ 
sioner  deems  appropriate.  In  the  absence  of 
fraud  by  the  lender,  such  determination  of 
the  need  of  a  student  imder  this  paragraph 
shall  be  final  Insofar  as  it  concerns  the  obli¬ 
gation  of  the  Commissioner  to  pay  the  holder 
of  a  loan  a  portion  of  the  Interest  on  the 
loan. 

"(3)  (A)  Except  as  provided  in  paragraph 
(8),  the  portion  of  the  interest  on  a  loan 
which  a  student  Is  entitled  to  have  paid  on 
his  behalf  and  for  his  account  to  the  holder 
of  the  loan  pursuant  to  paragraph  (1)  of  this 
subsection  shall  be  equal  to  the  total 
amoimt  of  the  interest  on  the  unpaid  prin¬ 
cipal  amoimt  of  the  loan  which  accrues  prior 
to  the  beginning  of  the  repayment  period  of 
the  loan,  or  which  accrues  during  a  period  in 
which  principal  need  not  be  paid  (whether  or 
not  such  principal  is  in  fact  paid)  by  reason 
of  a  provision  described  in  subsection  (b)  (1) 
(M)  of  this  section  or  in  section  427(a)  (2) 
(C) ;  but,  except  as  provided  in  paragraph  (8) 
of  this  subsection,  such  portion  of  the  in¬ 
terest  on  a  loan  shall  not  exceed,  for  any  pe¬ 
riod,  the  amount  of  the  Interest  on  that 
loan  which  is  payable  by  the  student  after 
taking  into  consideration  the  amount  of  any 
interest  on  that  loan  which  the  student  is 
entitled  to  have  paid  on  his  behalf  for  that 
period  under  any  State  or  private  loan 
insurance  program.  The  holder  of  a  loan 
with  respect  to  which  payments  aie  re¬ 
quired  to  be  made  under  this  section 
shall  be  deemed  to  have  a  contractual 
right,  as  against  the  United  States,  to  receive 
from  the  Commissioner  the  portion  of  inter¬ 
est  which  has  been  so  determined.  The  Com¬ 
missioner  shall  pay  this  portion  of  the  inter¬ 


est  to  the  holder  of  the  loan  on  behalf  of 
and  for  the  account  of  the  borrower  at  such 
times  as  may  be  specified  in  regulations  in 
force  when  the  aj^Ucable  agreement  entered 
into  pursuant  to  subsection  (b)  was  made, 
or,  if  the  loan  was  made  by  a  State  or  is  in¬ 
sured  under  a  program  which  is  not  covered 
by  such  an  agreement,  at  such  times  as  may 
be  specified  in  regulations  in  force  at  the 
time  the  loan  was  paid  to  the  student. 

"(B)  If  (i)  a  State  student  loan  insurance 
program  is  covered  by  an  agreement  under 
subsection  (b).  (ii)  a  statute  of  such  State 
limits  the  Interest  rate  on  loans  insured  by 
such  i»:ogram  to  a  rate  which  is  less  than 
7  per  centum  per  annum  on  Uie  unpaid  prin¬ 
cipal  balance,  and  (ill)  the  Commissioner 
determines  that  section  428(d)  does  not 
make  such  statutory  limitation  inapplicable 
and  that  such  statutory  limitation  threatens 
to  impede  the  carrying  out  of  the  purposes 
of  this  part,  then  he  may  pay  and  adminis¬ 
trative  cost  allowance  to  the  holder  of  each 
loan  which  is  insured  under  such  program 
and  which  is  made  during  the  period  begin¬ 
ning  on  the  sixtieth  day  after  the  date  of 
enactment  of  the  Higher  Education  Amend¬ 
ments  of  1968  and  ending  120  days  after  the 
adjournment  of  such  State’s  first  regular 
legislative  session  which  adjourns  after  Jan¬ 
uary  1,  1969.  Such  administrative  cost 

allowance  shall  be  paid  over  the  term  of  the 
loan  in  an  amount  per  annum  (determined 
by  the  Commissioner)  which  shall  not  exceed 
1  p»  centum  of  the  unpaid  principal  balance 
of  the  loan. 

"(4)  Each  holder  of  a  loan  with  respect  to 
which  payments  of  Interest  are  required  to 
be  made  by  the  Commissioner  shall  submit  to 
the  Commissioner,  at  such  time  or  times  and 
in  such  manner  as  he  may  jH'escribe,  state¬ 
ments  containing  such  information  as  may 
be  required  by  or  pursuant  to  regulation  for 
the  purpose  of  enaOllng  the  Commissioner  to 
determine  the  amount  of  the  payment  which 
he  must  make  with  respect  to  that  loan. 

“(6)  The  period  referred  to  in  subpara¬ 
graphs  (B)  and  (C)  of  paragraph  (1)  of  this 
subsection  shall  begin  on  the  date  of  enact¬ 
ment  of  this  Act  and  end  at  the  close  of 
September  30,  1981,  except  that,  in  the  case 
of  a  loan  made  or  insured  under  a  student 
loan  or  loan  Insurance  program  to  enable  a 
'  student  who  has  obtained  a  prior  loan  made 
or  insured  under  such  program  to  continue 
his  educational  program,  such  period  shall 
end  at  the  close  of  September  30,  1985. 

“(6)  No  payment  may  be  made  under  this 
section  with  respect  to  the  interest  on  a 
loan  made  from  a  student  loan  fund  estab¬ 
lished  under  title  n  of  the  National  Defense 
Education  Act  of  1958  or  part  E  of  this  title. 

"(7)  Nothing  in  this  or  any  other  Act 
shall  be  construed  to  prohibit  or  require, 
unless  otherwise  specifically  provided  by  law, 
a  lender  to  evaluate  the  total  financial  situa¬ 
tion  of  a  student  making  application  for  a 
loan  under  this  pert,  or  to  counsel  a  student 
with  respect  to  any  such  loan,  or  to  make 
a  decision  based  on  such  evaluation  and 
counseling  vrlth  respect  to  the  dollar  amount 
of  any  such  loan. 

“(8)  (A)  In  the  case  of  any  eligible  lender 
(other  than  an  eligible  institution  or  an 
agency  or  instrumentality  of  a  State) ,  which 
is  approved  by  the  Commissioner  pursuant 
to  subparagraph  (B)  of  this  paragraph  for 
the  purpose  of  authorizing  multiple  disburse¬ 
ments  and  which  enters  into  a  binding  agree¬ 
ment  with  a  student  to  make  a  loan — 

“(i)  for  which  the  student  is  entitled  to 
have  a  portion  of  the  Interest  paid  on  his 
behalf  under  this  section,  and 

“(ii)  the  proceeds  of  which  loan  are  to  be 
paid  to  the  student  in  multiple  disburse¬ 
ments  over  the  period  of  enrollment  for 
which  the  loan  is  made,  but  not  to  exceed 
twelve  months,  — 
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the  amount  of  the  interest  payment  and  the 
amount  of  any  special  allowance  payment  to 
be  paid  under  section  438  shall  be  determined 
as  if  the  entire  amount  to  be  made  available 
for  that  period  of  enrollment  had  been  dis¬ 
bursed  on  the  date  on  which  the  first  install¬ 
ment  thereof  was  disbursed,  and  any  increase 
in  the  rate  of  interest  on  the  loan  attributa¬ 
ble  to  such  multiple  disbursements  shall  not 
be  deemed  to  violate  any  provision  of  this 
part  relating  to  the  maximum  rate  of  interest 
on  such  loan.  The  provisions  of  this  para¬ 
graph  shall  apply  only  in  the  case  of  loans 
paid  in  multiple  disbursements,  in  accord¬ 
ance  with  regulations  of  the  Commissioner, 
based  on  the  need  of  the  student  for  the 
proceeds  of  such  loan  over  the  course  of  the 
academic  year. 

"(B)  The  Commissioner  may  approve  an 
eligible  lender  for  the  purposes  of  this  para¬ 
graph  if  he  determines — 

“(i)  that  such  lender  is  making  or  will 
be  making  a  substantial  volume  ot  loans  on 
which  an  interest  subsidy  is  payable  under 
this  section,  and 

“(ii)  that  such  lender  has  sufficient  ex¬ 
perience  and  administrative  capability  in 
processing  such  loans  to  enable  the  lender 
to  make  such  multiple  disbursements  in  ac¬ 
cordance  with  regulations  issued  by  the 
Commissioner  under  this  subparagraph. 

“(9)  With  respect  to  any  loan  for  which  a 
portion  of  the  interest  is  payable  under  this 
section,  in  the  case  of  a  student  attending  an 
eligible  institution  which  is  located  in  olAier 
than  a  State,  the  determinations  to  be  made 
(except  determinations  of  good  standing) 
and  the  statement  to  be  provided  by  such 
institution  under  paragraph  (2)  (A)  (1)  and 
(2)  (B)  (il)  of  this  subsection  shall  be  made 
and  provided  by  (A)  the  Commissioner  In 
the  case  of  a  loan  described  by  paragraph  (1) 
(A),  (B)  the  State  in  the  case  of  a  loan  de¬ 
scribed  by  paragraph  (1)(B),  or  (C)  the 
State  or  a  nonprofit  private  institution  or 
organization  as  the  case  may  be.  In  the  case 
of  a  loan  described  by  paragraph  ( 1 )  (C) . 

“(b)(1)  Any  State  or  any  nonprofit  private 
institution  or  organization  may  enter  into 
an  agreement  with  the  Commissioner  for  the 
purpose  of  entitling  students  who  receive 
loans  which  are  insured  under  a  student  loan 
insurance  program  of  that  State,  Institution, 
or  organization  to  have  made  on  their  behalf 
th^Tjayments  provided  for  in  subsection  (a) 
if  the  Commissioner  determines  that  the 
student  loan  insurance  program — 

“(A)  authorizes  the  insurance  of  not  less 
than  $1,000  nor  more  than  $2,500  in  the  case 
of  a  student  who  has  not  successfully  com¬ 
pleted  a  program  of  undergraduate  educa¬ 
tion,  or  $5,000  in  the  case  of  a  graduate  or 
professional  student  (as  defined  in  regula- 
tioiLs  of  the  Commissioner) ,  except — 

"(1)  that  the  program  may  not  authorize 
the  insurants^  of  a  loan  which  is  made  by  an 
eligible  lender  as  described  in  section  435(g) 
(1)(D)  or  which  is  made  or  originated  (as 
defined  in  section  433(b) )  by  an  eligible  In¬ 
stitution  to  a  student  who  has  not  success¬ 
fully  completed  a  program  of  undergraduate 
education  in  an  amount  in  excess  of  $2,500  or 
50  per  centum  of  the  estimated  cost  of  at¬ 
tendance  (calculated  in  accordance  with 
section  428(a)  (2)  (C)  (i) ) , 

“(il)  that  the  program  may  not  authorize 
the  insurance  of  a  loan  in  excess  of  $1,500 
for  an  academic  year  which  is  made  or  orlgi» 
nated  (as  defined  in  section  433(b))  by  an 
eligible  institution,  and  is  made  to  a  student 
for  his  first  academic  year  of  postsecondary 
education,  unless  the  loan  is  to  be  disbursed 
in  two  or  more  installments,  none  of  which 
exceeds  one-half  of  the  loan,  with  the  In¬ 
terval  between  the  first  and  second  of  such 
installments  being  not  less  than  one-third  of 
the  period  of  enrollment  for  which  the  stu¬ 
dent  received  the  loan,  and 


“(ill)  In  cases  where  the  Oonunissloner  de¬ 
termines,  pursuant  to  regulations  prescribed 
by  him,  that  a  higher  amount  is  warranted 
in  order  to  carry  out  the  purposes  of  this 
part  with  respect  to  students  engaged  in  spe¬ 
cialized  training  requiring  exceptionally  high 
costs  of  education, 

but  the  annual  insmable  limit  per  student 
shall  not  be  deemed  to  be  exceeded  by  a  line 
of  credit  under  which  actual  payments  by 
the  lender  to  the  borrower  will  not  be  made 
in  any  years  in  excess  of  the  annual  limit; 

“(B)  provides  that  the  aggregate  insvued 
unpaid  principal  amoimt  for  all  such  In¬ 
sured  loans  made  to  any  student  shall  not 
at  any  time  exceed  $7,600,  in  the  case  of  any 
student  who  has  not  successfully  completed 
a  program  of  undergraduate  education,  and 
$15,000  in  the  case  of  any  graduate  or  pro¬ 
fessional  student  (as  defined  by  regulations 
oi  the  Commissioner  and  including  any  loans 
which,  are  insured  by  the  Commissioner 
under  this  part,  or  by  a  State  or  nonprofit 
institution  or  organization  with  which  the 
Commissioner  has  an  agreement  under  sec¬ 
tion  428(b),  made  to  such  person  before  he 
became  a  graduate  or  professional  student); 

“(C)  authorizes  the  insurance  of  loans  to 
any  individual  student  for  at  least  six  aca¬ 
demic  years  of  study  or  their  equivalent  (as 
determined  under  regulations  of  the  Com¬ 
missioner); 

“(D)  provides  that  (i)  the  student  bor¬ 
rower  shall  be  entitled  to  accelerate  without 
penalty  the  whole  or  any  part  of  an  insured 
loan,  (ii)  except  as  provided  in  subparagraph 
(M)  of  this  paragraph,  the  period  of  any  in¬ 
sured  loam  may  not  exceed  fifteen  years  from 
the  date  of  execution  of  the  note  or  other 
written  evidence  of  the  loan,  and  (ili)  the 
note  or  other  written  evidence  of  any  loan, 
may  contain  such  provisions  relating  to  re¬ 
payment  in  the  event  of  default  by  the  bor¬ 
rower  as  may  be  authorized  by  regulations 
of  the  Commi.ssioner  in  effect  at  the  time 
such  note  or  written  evidence  was  executed; 

“(E)  subject  to  subparagraphs  (D)  and 
(L)  of  this  paragraph  and  except  as  provided 
by  subparagraph  (M)  of  this  paragraph,  pro¬ 
vides  that  repayment  of  loans  shall  be  in 
installments  over  a  period  of  not  less  than 
five  years  (unless  the  student,  during  the 
nine-  to  twelve -month  period  preceding  the 
start  of  the  repayment  period,  specifically 
requests  that  repayment  be  made  over  a 
shorter  period)  nor  more  than  ten  years  be¬ 
ginning  not  earlier  than  nine  months  nw 
later  than  one  year  after  the  student  ceases 
to  pursue  a  full-time  course  of  study  at  an 
eligible  institution,  except — 

“(i)  that,  if  the  program  provides  for  the 
insurance  of  loans  for  part-time  study  at 
eligible  institutions,  the  program  shall  pro¬ 
vide  that  such  repayment  period  shall  begin 
not  earlier  than  nine  months  nor  later  than 
one  year  after  the  student  ceases  to  carry 
at  an  eligible  Institution  at  least  one-half  the 
normal  full-time  academic  workload  as  de¬ 
termined  by  the  institution; 

“(il)  that  the  lender  and  the  student,  after 
the  student  ceases  to  carry  at  an  eligible  in¬ 
stitution  at  least  one-half  the  normal  full¬ 
time  academic  workload,  as  determined  by 
the  institution,  may  agree  to  a  repayment 
schedule  which  begins  earlier,  or  is  of  short¬ 
er  duration,  than  required  by  this  subpar¬ 
agraph,  except  that  in  the  event  a  student 
has  requested  and  obtained  a  repayment  pe¬ 
riod  of  less  than  five  years,  he  may  at  any 
time  prior  to  the  total  repayment  of  the  loan 
have  the  repayment  period  extended  so  that 
the  total  repayment  period  is  not  less  than 
five  years; 

“(F)  authorizes  interest  on  the  unpaid  bal¬ 
ance  of  the  loan  at  a  yearly  rate  not  in  ex¬ 
cess  of  7  per  centum  per  annum  on  the  un¬ 
paid  principal  balance  of  the  loan  (exclusive 


of  any  premium  for  insurance  which  may  be 
passed  on  to  the  borrower; 

“(O)  insures  not  less  than  80  per  centum 
of  the  unpaid  principal  of  loans  insured 
under  the  program; 

“(H)  does  not  provide  for  collection  of  an 
excessive  insurance  premium; 

“(I)  provides  that  the  benefits  of  the  loan 
insurance  program  will  not  be  denied  any 
student  who  is  eligible  for  interest  benefits 
under  section  428(a)  (1)  and  (2)  except  In 
the  case  of  loans  made  by  on  instrumentality 
of  a  State  or  eligible  institution; 

“(J)  provides  that  a  student  may  obtain 
insurance  under  the  program  for  a  loan  for 
any  year  of  study  at  cm  eligible  institution; 

“(K)  in  the  case  of  a  State  program,  pro¬ 
vides  that  such  State  program  is  admin¬ 
istered  by  a  single  State  agency,  or  by  one  or 
more  nonprofit  private  institutions  or  organ¬ 
izations  under  supervision  of  a  single  State 
agency; 

“(L)  provides  that  the  total  of  the  pay¬ 
ments  by  a  borrower  during  cmy  year  of  any 
repayment  period  with  respect  to  the  ag¬ 
gregate  amount  of  all  loans  to  that  borrower 
which  are  insured  under  this  part  shall  not 
be  less  than  $360  or  the  balance  of  all  such 
loans  (together  with  interest  thereon), 
whichever  amount  is  less,  unless  the  borrow¬ 
er  and  the  lender  otherwise  agree,  except 
that,  in  the  case  of  a  hiisband  and  wife,  both 
of  whom  have  such  loans  outstanding,  the 
total  of  the  combined  payments  for  such  a 
couple  during  any  year  shall  not  be  less  than 
$360  or  the  balance  of  all  such  loans,  which¬ 
ever  is  less;  • 

“(M)  provides  that  periodic  installments 
of  principal  need  not  be  paid,  but  interest 
shall  accrue  and  be  paid  during  any  period 
(i)  during  which  the  borrower  is  pursuing  a 
full-time  course  of  study  at  an  eligible  in¬ 
stitution.  or  is  pursuing  a  course  of  study 
pursuant  to  a  graduate  fellowship  program 
approved  by  the  Commissioner,  (11)  not  in 
excess  of  three  years  during  which  the  bor¬ 
rower  is  a  member  of  the  Armed  Forces  of  the 
United  States,  (ill)  not  in  excess  of  three 
years  during  which  the  borrower  is  in  service 
as  a  volunteer  under  the  Peace  Corps  Act, 
(iv)  not  in  excess  of  three  years  during  which 
the  borrower  is  in  service  as  a  full-time 
volunteer  under  the  Domestic  Volunteer 
Service  Act  of  1973,  or  (v)  dming  a  single 
period,  not  in  excess  of  twelve  months,  at  the 
request  of  the  borrower,  during  which  the 
borrower  is  seeking  and  unable  to  find  full¬ 
time  employment: 

"(N)  provides  that  In  the  case  of  each  loan 
insured  by  the  program  that  the  eligible  in¬ 
stitution  attended  by  the  bcarower  at  the 
time  of  the  loan  will  be  notified  of  such  in- 
stu^nce  and  the  name  of  the  lender  making 
the  loan,  and  such  notification  will  be  made 
either  by  (i)  the  prompt  transmittal  of  such 
information  to  the  institution  by  the  in- 
smer  or  the  lender,  or  (il)  a  requirement  of 
the  insurer,  as  a  condition  of  its  insurance, 
that  the  lender  shall  transmit  any  checks 
for  the  proceeds  of  such  loan  directly  to  the 
eligible  institution  for  delivery  to  the  bor¬ 
rower; 

“(O)  provides  that  funds  borrowed  by  a 
student  are  disbursed  by  check  payable  to 
the  order  and  requiring  the  endorsement  of 
such  student; 

“(P)  provides  that  the  borrower  shall, 
within  four  months  after  ceasing  to  carry  at 
an  eligible  institution  at  least  one-half  the 
normal  full-time  academic  workload  as  de¬ 
termined  by  the  institution,  contact  '^e 
holder  of  his  loan  to  negotiate  the  terms  of 
his  repayment  obligations,  and 

“(Q)  requires  the  borrower  to  pr<Hnptly 
notify  the  holder  of  the  loan  concerning  any 
change  of  address. 

"(2)  Such  an  agreement  shall — 
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•'(A)  provide  that  the  holder  of  any  such 
loan  will  be  required  to  submit  to  the  Com* 
mlesloner,  at  such  time  or  times  and  In  such 
manner  as  he  may  prescribe,  statements  con¬ 
taining  such  Information  as  may  be  required 
by  or  pursuant  to  regulation  for  the  purpose 
of  enabling  the  Commissioner  to  determine 
the  amount  of  the  payment  which  he  must 
make  with  respect  to  that  loan; 

"(B)  Include  such  other  provisions  as  may 
be  necessary  to  protect  the  financial  interests 
of  the  United  States  and  promote  the  pur¬ 
poses  of  this  part.  Including  such  provisions 
as  may  be  necessary  for  the  purpose  of  sec¬ 
tion  437,  and  as  are  agreed  to  by  the  Com¬ 
missioner  and  the  State  or  nonprofit  private 
organization  or  Institution,  as  the  case  may 
b^  and 

"(O)  provide  for  making  such  reports,  In 
such  form  and  containing  such  information, 
as  the  Commissioner  may  reasonably  require 
to  carry  out  his  function  under  this  part,  and 
for  keeping  such  records  and  for  affording 
such  access  thereto  as  the  Commissioner  may 
find  necessary  to  assure  the  correctness  and 
verification  of  such  reports. 

'•(c)(1)(A)  The  Commissioner  may  enter 
into  a  guaranty  agreement  with  any  State 
or  any  noniu-ofit  private  Institution  or  orga¬ 
nization  with  which  he  has  an  agreement 
pursuant  to  subsection  (b),  whereby  the 
Commissioner  shall  undertake  to  reimburse 
It,  under  such  terms  and  conditions  as  he 
may  establish,  with  respect  to  losses  (result¬ 
ing  from  the  defaxilt  of  the  student  terrow- 
er)  on  the  unpaid  balance  of  the  principal 
and  accrued  Interest  of  any  insured  loan 
with  respect  to  which  a  portion  of  the  Inter¬ 
est  Is  payable  by  the  Commissioner  under 
subsection  (a),  or  would  be  payable  under 
such  subsection  but  for  the  borrower’s  lack 
of  need.  Except  as  provided  in  subparagraph 
(B)  of  this  paragraph  and  in  paragraph  (7), 
the  amount  to  be  paid  a  State  or  nonprofit 
private  Institution  or  organization  as  reim¬ 
bursement  under  this  subsection  shall  be 
equal  to  80  per  centum  of  the  amount  ex¬ 
pended  by  It  In  discharge  of  Its  insurance  ob¬ 
ligation  Incurred  under  Its  loan  Insurance 
program. 

"(B)  Any  State  or  any  nonprofit  private 
Institution  or  organization  which  has  entered 
Into  a  supplementary  {^reement  under  sec¬ 
tion  428A  of  this  Act  whereby  the  Com¬ 
missioner  agrees  to  reimburse  the  State  or 
nonprofit  private  Institution  or  organization, 
under  such  terms  and  conditions  as  he  may 
establish,  with  respect  to  losses  (resiiltlng 
from  the  default  of  the  student  borrower)  on 
the  unpaid  balance  of  the  principal  and  ac¬ 
crued  Interest  of  any  such  Insured  loan  in 
an  amount  equal  to  100  per  centum  of  the 
emount  expended  by  It  in  the  discharge  of 
Its  Insiuance  obligation  incmred  under  Its 
loan  Insurance  program,  except  that — 

"(1)  If,  for  any  fiscal  year,  the  amount  of 
such  reimbursement  payments  by  the  Com¬ 
missioner  imder  this  subsection  exceeds  6  per 
centum  of  the  loans  which  are  insured  by 
such  liLstitution  or  organimtion  under  such 
program  and  which  were  in  repayment  at  the 
end  of  the  preceding  fiscal  year,  the  amount 
*to  be  paid  as  reimbursement  under  this  sub¬ 
section  for  such  excess  shall  be  equal  to  90 
per  centum  of  the  amount  of  such  excess; 
and 

"(11)  if,  for  any  fiscal  year,  the  amount  of 
such  reimbursement  payments,  exceeds  9  per 
centum  of  such  loans,  the  amount  to  be 
paid  as  reimbursement  under  this  subsection 
for  such  excess  shall  be  equal  to  80  per 
centum  of  the  amount  of  such  excess. 

"(C)  For  purposes  of  this  subsection,  the 
amount  of  loans  of  a  State  or  nonprofit  in¬ 
stitution  or  organization  which  are  In  repay¬ 
ment  shall  be  the  original  principal  amount 
cf  loans  insured  by  It  reduced  by  (1)  tlM 
amount  the  Insurer  h€is  been  required  to  pay 


to  discliarge  its  Insurance  obllgtaions  under 
this  part,  (11)  the  original  principal  amount 
of  loans  Insured  by  it  which  have  been  fully 
repaid,  (111)  the  original  principal  amount 
Insured  on  those  loans  for  which  payment  of 
the  first  installment  of  principal  has  not  be¬ 
come  due  pursuant  to  section^428(b)  (1)  (E) 
or  such  first  installment  neeS  not  be  paid 
pursuant  to  section  428(b)  (1)  (M),  and  (Iv) 
the  original  principal  amount  of  loans  repaid 
by  the  Commissioner  under  section  437. 

‘‘(2)  The  guaranty  agreement — 

"(A)  shall  set  forth  such  administrative 
and  fiscal  procedures  as  may  be  necessary  td 
protect  the  United  States  from  the  risk  of 
unreasonable  loss  thereunder,  to  Insure 
proper  and  ef3clent  administration  of  the 
loan  insurance  program,  and  to  assure  that 
due  diligence  will  be  exercised  in  the  collec¬ 
tion  of  loans  insured  under  the  program; 

“(B)  shall  provide  for  making  such  re¬ 
ports,  In  such  form  and  containing  such  In¬ 
formation,  as  the  Commissioner  may  reason¬ 
ably  require  to  carry  out  his  functions  under 
this  subsection,  and  for  keeping  such  records 
and  for  affording  such  access  thereto  as  the 
Commissioner  may  find  necessary  to  assure 
the  correctness  and  verification  of  such  re¬ 
ports; 

“(C)  shall  set  forth  adequate  assurance 
that,  with  respect  to  so  much  of  airy  loan  In¬ 
sured  under  the  loan  Insurance  program  as 
may  be  guaranteed  by  the  Commissioner  pur¬ 
suant  to  this  subsection,  the  undertaking  of 
the  Commissioner  under  the  guaranty  agree¬ 
ment  Is  acceptable  in  full  satisfaction  of 
State  law  or  regulation  requiring  the  mainte¬ 
nance  of  a  reserve; 

"(D)  shall  provide  tliat  If,  after  the  Com¬ 
missioner  has  made  payment  under  the 
guaranty  agreement  pursuant  to  paragraph 
(1)  of  this  subsection  with  respect  to  any 
loan,  any  payments  are  made  in  discharge  of 
the  obligation  Incurred  by  the  borrower  with 
respect  to  such  loan  (including  ai^  payments 
of  Interest  accruing  on  such  loan  after  such 
payment  by  the  Commissioner),  there  shall 
be  paid  over  to  the  Commissioner  (for  de¬ 
posit  in  the  fund  established  by  section  431) 
such  proportion  of  the  amounts  of  such  pay¬ 
ments  as  is  determined  (in  accordance  with 
paragraph  (6))  to  represent  his  equitable 
share  thereof,  but  shall  not  otherwise  pro¬ 
vide  for  subrogation  of  the  United  States  to 
rights  of  any  insurance  beneficiary:  Provided, 
That,  except  as  the  Commissioner  may  other¬ 
wise  by  or  pursuant  to  regulation  provide, 
amounts  so  paid  by  a  borrower  on  such  a  loan 
shall  be  first  applied  in  reduction  of  princi¬ 
pal  owing  on  such  loan; 

"(E)  shall  set  forth  adequate  assurance 
that  an  amount  equal  to  each  payment  made 
under  paragraph  (1)  will  be  promptly  de¬ 
posited  In  or  credited  to  the  accounts  mtdn- 
'tained  for  pvirposes  of  section  422(c);  and 

"(P)  may  Include  such  other  provisions  as 
may  be  necessary  to  promote  the  purposes 
of  this  part. 

"(3)  To  the  extent  provided  in  regulations 
of  the  Commissioner,  a  guaranty  agreement 
under  this  subsection  may  contain  provisions 
which  permit  such  forebearance  for  the  ben¬ 
efit  of  the  student  borrower  as  may  be  agreed 
upon  by  the  parties  to  an  Insured  loan  and 
approved  by  the  Insurer. 

"(4)  For  purposes  of  this  subsection,  the 
terms  'insurance  beneficiary’  and  'default' 
shall  have  the  meanings  assigned  to  them  by 
section  430(e) . 

"(5)  In  the  case  of  any  guaranty  agree¬ 
ment  entered  into  prior  to  September  1, 1969, 
with  a  State  or  nonprofit  private  institution 
or  organization  with  which  the  Commissioner 
has  in  effect  on  that  date  an  agreement  pur¬ 
suant  to  subsection  (b)  of  this  section,  or 
section  9(b)  of  the  National  Vocational  (in¬ 
dent  lioan  Insurance  Act  at  1965,  made  prior 
to  the  date  of  enactment  of  this  subsection, 
the  Commissioner  may,  in  accordance  with 


the  terms  of  this  sribsection,  undertake  to 
guarantee  loans  described  in  paragraph  (1) 
which  are  insured  by  such  State,  Institution, 
or  organization  and  are  outstanding  on  the 
date  of  execution  of  the  guaranty  agreement, 
but  only  with  respect  to  defaults  occurring 
after  the  execution  of  such  guaranty  agree¬ 
ment  or,  if  later,  after  Its  effective  date. 

"(6)  (A)  For  the  purpose  of  paragraph  (2) 
(D)  ^e  Commissioner’s  equitable  share  of 
payments  made  by  the  borrower  pursuant  to 
such  paragraph  shall  be  that  i>ortion  of  the 
payments  remaining  after  the  State  or  the 
nonprofit  private  institution  or  organization 
with  which  the  Commissioner  has  an  agree¬ 
ment  under  this  subsection  has  deducted 
from  such  payments  (1)  a  percentage  amount 
equal  to  the  complement  of  the  reinsmrance 
percentage  In  effect  when  payment  under  the 
guaranty  agreement  was  made  with  respect  to 
the  loan  and  (11)  an  amount  equal  to  the 
administrative  costs  of  collection  of  the  loan 
and  the  administrative  costs  of  preclaims 
assistance  for  default  prevention  (as  such 
terms  are  defined  in  subparagraph  (B)  of  this 
subsection)  reimbursed  pursuant  to  subsec¬ 
tion  (f),  to  the  extent  such  costs  do  not  ex¬ 
ceed  30  per  centum  of  such  payments. 

“(B)  For  the  purpose  of  this  paragraph, 
the  term — 

“(1)  'administrative  costs  of  collection  of 
the  loan’  means  any  administrative  costs  In¬ 
curred  by  a  guaranty  agency  which  are  di¬ 
rectly  related  to  the  collection  of  the  loan  on 
which  a  default  claim  has  been  paid  to  the 
participating  lender,  including  the  attrib¬ 
utable  compensation  of  collection  personnel 
(and  in  the  case  of  persoimel  who  perform 
several  functions  for  such  an  agency  only  the 
portion  of  compensation  attribiitable  to  the 
collection  activity) ,  attorney’s  fees,  fees  paid 
to  coBection  agencies,  postage,  equipment, 
suppMes,  telephone  and  similar  charges,  but 
does  not  include  the  ovexhead  costs  of  such 
agency  whether  or  not  attitbutable  and 

"(11)  ‘administrative  costs  of  preclaim  as- 
sistiuice  for  defaiilt  prevention’  means  any 
administrative  costs  Incurred  by  a  guaranty 
agency  which  are  directly  related  to  provid¬ 
ing  collection  asslstanee  to  the  lender  on  a 
delinquent  loan,  prior  to  the  loan’s  being 
legally  In  a  default  status,  including  the  at¬ 
tributable  compensation  of  appropriate  per¬ 
sonnel  (and  in  the  case  of  personnel  wl^q  per¬ 
form  several  functions  for  such  an  agency 
only  the  portion  of  compensation  attributa¬ 
ble  to  the  collection  activity),  fees  paid  to 
locate  a  missing  borrower,  postage,  equip¬ 
ment,  supplies,  telephone  and  similar 
charges,  but  does  not  Include  the  overhead 
costs  of  such  agency  whether  or  not  attrib¬ 
utable, 

subject  to  such  additional  criteria  as  the 
Commissioner  may  by  regulation  prescribe. 

“(7)  (A)  Notwithstanding  paragraph  (1) 
(B) ,  the  amount  to  be  paid  a  State  or  a  non¬ 
profit  private  Institution  or  organization  for 
any  fiscal  year — 

“(1)  which  begins  on  or  after  the  effective 
date  of  this  paragraph;  and 

"(11)  which  Is  either  the  fiscal  year  In 
which  such  State,  institution,  or  organiza¬ 
tion  begins  to  actively  carry  on  a  student 
loan  insurance  program  which  is  subject  to 
a  guarantee  agreement  under  this  subsection, 
or  is  one  of  the  four  succeeding  fiscal  years, 
shall  be  100  per  centum  of  the  amoimt  ex¬ 
pended  by  such  State,  organization,  or  Insti¬ 
tution  in  discharge  of  its  Insurance  obliga¬ 
tion  insured  under  such  program. 

“(B)  The  Commissioner  shall  continuously 
monitor  the  operations  of  those  States  and 
nonprofit  private  institutions  or  organiza¬ 
tions  to  which  the  provisions  of  subpara¬ 
graph  (A)  are  applicable  and  revoke  the  ap¬ 
plication  of  such  subparagnq)h  to  any  such 
State  or  nonprofit  private  Institution  or  or¬ 
ganization  which  he  determines  has  not  ex- 
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ercised  rea^iouable  prudence  In  the  adminis¬ 
tration  of  such  program. 

“(d)  No  provision  of  any  law  of  the  United 
States  (other  than  sections  427(a)  (2)  (D) 
and  427(b)  ot  this  Act)  or  of  any  State  (other 
than  a  statute  applicable  principally  to  such 
State's  sudent  loan  insurance  program) 
which  limits  the  rate  or  amount  of  interest 
payable  on  loans  shall  apply  to  a  loan — 

“(1)  which  bears  interest  (exclusive  of 
any  premium  for;  Insurance)  on  the  unpaid 
balance  at  a  rate  not  in  excess  of  7  per 
centum  per  annum,  and 

“(2)  which  is  insured  (A)  by  the  United 
States  under  this  part,  or  (B)  by  a  State 
or  nonprofit  private  Institution  or  organiza¬ 
tion  under  a  program  covered  by  an  agree¬ 
ment  made  pursuant  to  subsection  (b)  of 
this  section. 

“(e)(1)  Each  eligible  institution  shall  be 
eligible  to  receive  from  the  Commissioner  the 
payment  of  $10  per  academic  year  for  each 
student  enrolled  in  that  institution  who  is 
in  receipt  of  a  loan  described  in  paragraph 
(1)  of  subsection  (a)  of  this  section,  for  that 
year.  Payments  received  by  an  institution 
under  this  subsection  shall  be  used  first  by 
the  institution  to  carry  out  the  provisions  of 
section  493A  of  this  Act  and  then  for  such 
additional  administrative  costs  as  that  insti¬ 
tution  determines  necessary. 

"(2)  There  are  authorized  to  be  appropri¬ 
ated  such  sums  as  may  be  necessary  to  carry 
out  the  provisions  of  this  subsection.  If  the 
sums  appropriated  for  any  fiscal  year  for 
making  payments  under  this  subsection  are 
not  sufficient  to  pay  in  f\ill  the  amounts  pro¬ 
vided  for  in  paragraph  (1) ,  then  such  amount 
will  be  ratably  reduced.  In  case  additional 
funds  become  available  for  making  payments 
for  any  fiscal  year  during  which  the  pre¬ 
ceding  sentence  has  been  applied,  such  re¬ 
duced  amounts  shall  be  increased  on  the 
same  basis  as  they  were  reduced. 

“(f)(1)(A)  The  Commissioner  is  author¬ 
ized  to  make  payments  in  accordance  with 
the  provisions  of  this  paragraph  to  any  State 
or  any  nonprofit  private  institution  or  or¬ 
ganization  with  which  he  has  an  agreement 
under  subsection  (b)  of  this  section,  for  the 
purposes  of — 

“(i)  the  administrative  costs  of  promotion 
of  commercial  lender  participation; 

’•'(a)  the  administrative  costs  of  collection 
of  loans; 

“(iii)  the  administrative  costs  of  pre- 
claims  assistance  for  default  prevention;  or 
“(Iv)  other  such  costs  related  to  the  stu¬ 
dent  loan  Insurance  program  subject  to  such 
agreement.  > 

The  total  amoimt  of  payments  for  any  fis¬ 
cal  year  made  under  this  paragraph  shall  not 
exceed  one-half  of  1  per  centum  of  the  total 
principal  amount  of  the  loans  upon  which 
insurance  was  issued  under  this  part  during 
such  fiscal  year  by  such  State,  or  institution 
or  organization.  If  the  sums  appropriated  for 
any  fiscal  year  for  making  payments  under 
this  paragraph  are  not  sufficient  to  pay  in 
full  the  amounts  provided  for  which  such 
States,  institutions,  and  organizations  are 
eligible,  then  such  amount  will  be  ratably 
reduced.  In  case  additional  funds  become 
available  for  making  payments  for  any  fiscal 
year  during  which  the  preceding  sentence 
has  been  applied,  such  reduced  amoimts 
shall  be  increased  on  the  same  basis  as  they 
were  reduced. 

“(B)  Each  State  or  nonprofit  private  in¬ 
stitution  or  organization  to  which  subpara¬ 
graph  (A)  of  this  paragraph  applies  shall 
spend  not  less  than  Va  of  the  payments  re¬ 
ceived  pursuant  to  this  paragraph  on  the 
piuposes  described  in  clause  (1)  of  subpara¬ 
graph  (A),  not  less  than  %  of  such  pay¬ 
ments  on  the  pmposes  described  in  clauses 
(li)  and  (ill)  of  subparagraph  (A),  and  the 
remaining  amount  of  such  payments  on  the 


purpose  described  in  clause  (Iv)  of  such  sub- 
paragraph. 

“(2)  (A)  The  Commissioner  is  authorized 
to  make  payments  in  accordance  with  the 
provisions  of  this  paragraph  to  any  State  or 
any  nonprofit  private  institution  or  organi¬ 
zation  with  which  he  has  a  supplemental 
guaranty  agreement  under  section  428 A( a) 
(2)  of  this  Act  for  the  purposes  of — 

“(i)  the  administrative  costs  of  promotion 
of  commercial  lender  participation; 

“(ii)  the  administrative  costs  of  collection 
of  loans; 

“(ill)  the  administrative  costs  of  preclaims 
assistance  for  default  prevention;  or 

“(iv)  other  such  costs  related  to  the  stu¬ 
dent  loan  insurance  program  subject  to  such 
agreement. 

The  total  amount  of  payments  for  any  fis¬ 
cal  year  made  under  this  paragraph  shall  not 
exceed  an  additional  one-half  of  1  per  cen¬ 
tum  of  the  total  principal  amount  of  the 
loans  upon  which  Insurance  was  issued  un¬ 
der  this  part  during  such  fiscal  year  by  such 
State,  or  institution  or  organization.  If  the 
sums  appropriated  for  any  fiscal  year  for 
making  payments  under  this  paragraph  are 
not  sufficient  to  pay  in  full  the  amounts  pro¬ 
vided  for  which  such  States,  institutions, 
and  organizations  are  eligible,  then  such 
amount  will  be  ratably  reduced.  In  case  ad¬ 
ditional  fimds  become  available  for  making 
payments  for  any  fiscal  year  during  which 
the  preceding  sentence  has  been  applied, 
such  reduced  amounts  shall  be  increased  on 
the  same  basis  as  they  were  reduced. 

“(B)  The  provisions  of  subparagraph  (B) 
of  paragraph  (1)  shall  apply  to  any  pay¬ 
ments  made  under  subparagraph  (A)  of  this 
paragraph. 

“(8)  For  the  purpose  of  this  subsection, 
the  term — 

“(A)  ‘administrative  costs  of  promotion  of 
commercial  lender  participation*  means  any 
administrative  costs  inctured  by  an  Insurer 
which  are  directly  related  to  supervising, 
training,  or  informing  eligible  lenders  or 
prospective  eligible  lenders  or  inducing  such 
lenders  to  Improve  or  expand  their  program 
participation,  and  such  costs  may  include 
(i)  the  costs  of  planning  and  executing  in¬ 
structional  seminars  and  the  costs  of  attend¬ 
ing  other  meetings  with  lenders,  (11)  the 
costs  of  obtaining  or  producing  instructional 
OT  promotional  materials  or  equipment  for 
distribution  to,  or  use  with,  lenders,  (ill) 
postage  costs  associated  with  the  distrlbu- 
ti<m  of  instructional  or  promotional  mate¬ 
rials  to  lenders,  (iv)  an  appropriate  share  of 
the  costs  of  establi^ing  branch  offices  to 
serve  the  needs  of  lenders  which  are  geo¬ 
graphically  distant  from  such  insurer's  pri¬ 
mary  business  location,  and  (v)  an  appro¬ 
priate  share  of  the  compensation  of  personnel 
whose  primary  responsibility  is  the  training, 
supervising,  or  recruiting  of  lenders,  but  not 
including  personnel  whose  primary  responsi¬ 
bilities  are  the  performing  or  supervising 
such  duties  as  relate  to  the  routine  process¬ 
ing  of  borrower  applications  for  loans  or  the 
maintenance  of  supporting  records  but  in  no 
case  shall  any  such  costs  Include  any  over¬ 
head  expenses  of  such  insurer  associated  with 
the  Insurer’s  primary  business  location. 

“(B)  ‘administrative  costs  of  collection  of 
loans’  means  any  administrative  costs  in¬ 
curred  by  a  guaranty  agency  which  are  di¬ 
rectly  related  to  the  collection  of  loans  on 
which  default  claims  have  been  paid  to  par¬ 
ticipating  lenders,  including  the  compensa¬ 
tion  of  collection  personnel  (and  in  the  case 
of  personnel  who  perform  several  functions 
for  such  an  agency  only  the  portion  of  com¬ 
pensation  attributable  to  collection  activi¬ 
ties),  attorney’s  fees,  fees  paid  to  collection 
agencies,  postage,  equipment,  supplies,  tele¬ 
phone  and  similar  charges,  but  does  not  in¬ 
clude  the  overhead  costs  of  such  c^ency,  end 


“(C)  ‘administrative  costs  of  preclaim  as¬ 
sistance  for  default  prevention’  means  any 
administrative  costs  Incurred  by  a  guaranty 
agency  which  are  directly  related  to  pro¬ 
viding  collection  assistance  to  lenders  on 
delinquent  loans,  prior  to  the  loans  being 
legally  in  a  default  status,  including  the 
compensation  of  approfu-late  personnel  (and 
in  the  case  of  personnel  who  perform  several 
fimctions  for  such  an  agency  only  the  por¬ 
tion  of  compensation  attributable  to  collec¬ 
tion  activities)  fees  paid  to  locate  missing 
borrowers,  postage,  equipment,  supplies,  tel¬ 
ephone  and  similar  charges,  but  does  not 
Include  the  overhead  costs  of  such  agency. 

subject  to  such  additional  criteria  as  the 
Commissioner  may  by  regulation  prescribe. 

“(4)  (A)  No  payment  may  be  made  under 
paragraph  (1)  of  this  subsection  unless  the 
State  or  the  nonprofit  private  Institution  or 
organization  submits  to  the  Commissioner  an 
application  at  such  time,  at  least  annually. 
In  such  manner,  and  containing  or  accom¬ 
panied  by  such  infOTmation,  as  the  Commls- 
sloner  may  reasonably  require.  Each  such 
application  shall — 

“(1)  contain  provisions  designed  to  demon¬ 
strate  the  capabilty  of  carrying  out  a  neces¬ 
sary  and  successful  program  of  collection  of 
and  preclaim  assistance  few  the  loan  program 
subject  to  that  agreement; 

“(li)  set  forth  an  estimate  of  the  costs 
which  are  eligible  for  payment  under  the  pro¬ 
visions  of  this  subsection; 

“(Hi)  provide  for  such  administrative  and 
fisc^  procedures,  including  an  audit,  as  are 
necessary  to  carry  out  the  provisions  of  this 
sul>section;  and 

“(iv)  set  forth  assurances  that  the  State  or 
the  nonprofit  private  institution  or  organiza¬ 
tion  will  furnish  such  data  and  Information, 
including  where  necessary  estimates,  as  the 
Commissioner  may  reasonably  require  to 
carry  out  the  provisions  of  this  subsection. 

“(B)  No  payment  may  be  made  under  par¬ 
agraph  (2)  of  this  subsection  unless  the 
State  or  the  nonprofit  private  institution  or 
organization  submits  to  the  Commissioner 
an  application,  at  such  time,  at  least  an¬ 
nually,  in  such  maimer,  and  containing  or 
accompanied  by  such  information  as  the 
Commissioner  may  reasonably  require.  Each 
such  ^plication  shall — 

“(i)  set  forth  assmances  that  the  student 
loan  insurance  program  subject  to  the  sup¬ 
plemental  guaranty  agreement  complies 
with  clauses  (A)  through  (F)  of  paragraph 
(2)  of  section  42eA(a) ; 

“(il)  contain  provisions  designed  to  dem¬ 
onstrate  the  capability  of  carrying  out  a  nec¬ 
essary  and  successful  program  of  collection 
of  and  preclaim  assistance  for  the  loan  pro¬ 
gram  subject  to  that  agreement; 

“(ill)  set  fmrth  an  estimate  of  the  costs 
which  are  eligible  for  payment  under  the 
provisions  of  this  subsection; 

“(iv)  provide  for  such  administrative  and 
fiscal  procedures,  including  an  audit,  as  are 
necessary  to  carry  out  the  provisions  of  this 
subsection;  and 

“(v)  set  forth  assurances  that  the  State  or 
the  nonprofit  private  institution  or  organiza¬ 
tion  will  furnish  such  data  and  information, 
including  where  necessary  estimates,  as  the 
CommLssloner  may  reasonably  require  to 
carry  out  the  provisions  of  this  subsection. 

“(g)  If  a  nonprofit  private  institution  or 
organization  (1)  applies  to  enter  into  an 
agreement  with  the  Commissioner  under 
subsections  (b)  and  (c)  with  respect  to  a 
student  loan  Insvirance  program  to  l>e  car¬ 
ried  on  in  a  State  with  which  the  Commis¬ 
sioner  does  not  have  an  agreement  under 
subsection  (b),  and  (2)  as  provided  in  the 
application,  undertakes  to  meet  the  require¬ 
ments  of  sectiem  422(c)  (6)  (B)  (1),  (U),  and 
(ill),  the  Commissioner  shall  consider  and 
act  upon  such  application  within  180  days. 
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•nd  nhidl  forthwith  notify  the  Ckmuulttee  on 
Labor  and  Public  Welfare  at  the  Senate  and 
the  Committee  on  Eklucatlon  and  Labor  of 
the  House  at  Bepresentatlvee  of  his  actions. 

"loan  INSUBANCX  SUPPLEICEMTAI,  GUABANTT 
AGBEXMENT 

"Sxc.  428A.  (a)(1)  The  Commissioner  may 
enter  Into  a  supplemental  guaranty  agree¬ 
ment,  annxially.  with  any  State  or  any  non¬ 
profit  private  Institution  or  organization 
having  a  guaranty  agreement  under  section 
428(c)(1)  whereby  the  Commlsloner  shall 
undertake  to  reimburse  the  State  or  non¬ 
profit  private  Institution  or  organization, 
under  such  terms  and  conditions  as  he  may 
establish.  In  an  amount  determined  in  ac¬ 
cordance  with  section  428(c)(1)(B),  If  the 
Commissioner  determines  that  the  student 
loan  Insurance  program — 

**(A)  authorizes  the  Insurance  of  loans  In 
any  amount  up  to  a  maximum  of  $2,600  (in 
the  case  of  a  student  who  has  not  success¬ 
fully  completed  a  program  of  undergraduate 
education)  or  $6,000  (In  the  case  of  a  gradu¬ 
ate  or  professional  student)  to  any  individ¬ 
ual  student  in  any  academic  year  or  Its 
equivalent  (as  determined  under  r^;ulations 
of  the  Commissioner),  which  limit  shall  not 
be  deemed  exceeded  by  a  line  of  credit  under 
which  actual  payments  by  the  lender  to  the 
IXMTower  will  not  be  made  In  any  such  year 
In  excess  of  such  annual  limit;  and  provides 
that  the  aggp'egate  Insmed  unpaid  principal 
amount  of  all  such  Insured  loans  made  to 
any  student  shall  be  any  amount  up  to  a 
maximum  of  $7,600  In  the  case  of  any  stu¬ 
dent  who  has  successfully  completed  a  pro¬ 
gram  of  imdergraduate  education,  and 
$16,000  In  the  ease  of  any  graduate  or  pro¬ 
fessional  student  (as  defined  by  regulations 
of  the  Commissioner  and  Including  any  loans 
which  are  Insured  by  the  Commissioner 
under  this  part,  or  by  a  State  or  nonprofit 
Institution  or  organization  with  which  the 
Commissioner  has  an  agreement  under  this 
part,  made  to  such  person  before  he  became 
a  grtMluate  or  professional  student) ; 

"(B)  Insures  not  less  than  100  per  centum 
of  ^e  unpaid  principal  of  the  loans  insured 
under  the  program,  whether  or  not  such 
loans  are  eligible  for  interest  subsidies  under 
this  part; 

"(C)  provides  for  the  insurance  of  loans 
for  piirt-time  study  at  an  eligible  institu¬ 
tion  in  the  same  manner  as  is  provided  under 
the  Federal  student  loan  insurance  program; 

**(0)  provides  no  restrictions  with  respect 
to  the  insurance  of  loans  for  students  who 
are  otherwise  eligible  for  loans  under  such 
program  if  such  a  student  is  a  legal  resident 
of  the  State  and  If  such  a  student  Is  accepted 
for  enrollment  in  or  is  attending  an  eligible 
Institution  outside  that  State; 

**(E)  provides  no  restrictions  with  respect 
to  eligible  institutions  that  are  residential 
Institutions  which  are  more  onerous  than 
eligibility  requirement  for  institutions  under 
the  Federal  student  loan  insurance  program, 
unless  (1)  that  institution  is  ineligible  under 
regulations  for  the  limitation,  suspension,  or 
termination  of  eligible  institutions  under 
the  Federal  student  loan  insurance  program 
or  Is  ineligible  pursuant  to  criteria  Issued 
under  the  student  loan  insurance  program 
which  are  substantially  the  same  as  regula¬ 
tions  with  respect  to  such  eligibility  Issued 
under  the  ^’ederal  student  loan  insurance 
program,  or  (11)  there  is  a  State  constitu¬ 
tional  prohibition  affecting  the  eligibility  of 
such  an  institution;  and 

“(P)  provides  (l).for  the  eligibility  of  the 
eligible  Institutions  as  lenders  under  reason¬ 
able  criteria,  unless  (I)  that  eligible  Insti¬ 
tution  is  eliminated  as  a  lender  under  regu¬ 
lations  for  the  llmlt€ttlon,  suspension,  or  ter¬ 
mination  of  eligible  Institutions  under  the 
Federal  student  loan  Insurance  program  or  Is 


eliminated  as  a  lender  pursuant  to  criteria 
issued  under  the  student  loan  insurance 
program  which  are  substantially  the  same 
as  regulations  with  respect  to  such  ellg;lblllty 
as  a  lender  issued  under  the  Federal  student 
loan  insurance  program,  or  (11)  there  is  a 
State  constitutional  prohibition  affecting  the 
eligibility  of  such  an  institution  as  a  lender, 
and  (il)  assurances  that  the  State  or  non¬ 
profit  private  institution  or  organization  will 
report  to  the  Commissioner  not  later  than 
July  1,  1977,  and  annually  thereafter,  con¬ 
cerning  such  criteria,  including  any  special 
requirements  for  the  eligibility  of  such 
lenders,  procedures  In  effect  imder  such  pro¬ 
gram  to  limit,  suspend,  or  terminate  such 
lenders,  a  list  ^  applications  of  such  lenders, 
a  summary  of  actions  taken  on  such  applica¬ 
tions,  and  a  list  of  the  names  of  all  such 
lenders  within  the  State. 

“(2)  The  Commissioner  may  enter  into  a 
supplemental  guaranty  agreement,  annually, 
with  any  State  or  any  nonprofit  private  insti¬ 
tution  or  organization  having  a  guaranty 
agreement  under  section  428(c)  (1)  lor  the 
purpose  of  qualifying  such  State  or  non¬ 
profit  private  institution  or  organization  for 
payment  of  administrative  cost  allowances 
under  section  428(f)  (2)  if  the  Commissioner 
determines  that  the  student  loan  insurance 
program — 

"(A)  authorizes  the  insurance  of  loans  in 
any  amoxmt  up  to  a  maximum  of  $2,500  (in 
the  cfuse  of  a  student  who  has  not  success¬ 
fully  completed  a  program  of  undergraduate 
education)  or  $6,000  (In  the  case  of  a  gradu¬ 
ate  or  professional  student)  to  any  individual 
student  in  any  academic  year  or  its  equiva¬ 
lent  (as  determined  \mder  regulations  of  the 
Commissioner),  which  limit  shall  not  be 
deemed  exceeded  by  a  line  of  credit  under 
which  actual  payments  by  the  lender  to  the 
borrower  will  not  be  made  in  any  such  year 
in  excess  of  such  annvial  limit;  and  provides 
that  the  aggregate  insured  unpaid  principal 
amount  of  an  such  Insured  loans  made  to 
any  student  shall  be  any  amount  up  to  a 
maximum  at  $7,600  In  the  case  of  any  student 
who  has  sueoessfully  completed  a  program 
of  \indergraduate  education,  and  $15,000  In 
the  case  of  any  graduate  or  professional 
student  (as  defined  by  regulations  of  the 
Commissioner  and  Including  any  loans  which 
are  insmed  by  the  Commissioner  tmder  this 
part,  or  by  a  State  or  nonprofit  institution 
or  organization  with  which  the  Commis¬ 
sioner  has  an  agreement  under  this  part, 
made  to  such  person  before  he  became  a 
graduate  or  professional  student) ; 

"(B)  Insures  not  less  than  100  per  centum 
of  the  unpaid  principal  of  the  loans  insmed 
under  the  program,  whether  or  not  such 
loans  are  eligible  for  interest  subsidies  under 
this  part; 

"(C)  provides  for  the  Insmance  of  loans 
for  parttime  study  at  an  eligible  institution 
In  the  same  manner  as  Is  provided  under  the 
Federal  student  loan  insmance  program; 

"(D)  provides  no  restrictions  with  respect 
to  the  insurance  of  loans  for  students  who 
are  otherwise  eligible  for  loans  under  such 
program  if  such  a  student  Is  a  legal  resident 
of  the  State,  or  if  such  a  student  Is  accepted 
for  enrollment  in  or  Is  attending  an  eligible 
Institution  within  that  State; 

"(E)  provides  no  restrictions  with  respect 
to  eligible  institutions  that  arc  residential 
Institutions  which  are  more  onerous  than 
eligibility  requirements  for  eligible  institu¬ 
tions  under  the  Federal  student  loan  insur¬ 
ance  program,  unless  (1)  that  eligible  insti¬ 
tution  Is  ineligible  imder  regulations  for  the 
limitation,  suspension,  or  termination  of 
eligible  institutions  under  the  Federal  stu¬ 
dent  loan  insurance  program  or  is  ineligible 
pursuant  to  criteria  Issued  under  the  student 
loan  Insurance  program  which  are  substan¬ 
tially  the  same  as  regulations  with  respect  to 
such  eligibility  Issued  under  the  Federal  stu¬ 


dent  loan  Insurance  program,  or  (11)  there  is 
a  State  constitutional  prohibition  affecting 
the  eligibility  of  such  an  institution; 

"(F)  provides  (1)  for  the  eligibility  of  the 
eligible  institutions  as  lenders  under  reason¬ 
able  criteria,  unless  (I)  that  eligible  institu¬ 
tion  is  eliminated  as  a  lender  under  regula¬ 
tions  for  the  limitation,  suspension,  or  ter¬ 
mination  of  eligible  Institutions  under  the 
Federal  student  loan  insurance  program  or  Is 
eliminated  as  a  lender  pmsuant  to  criteria 
issued  imder  the  student  loan  insurance  pro¬ 
gram  which  are  substantially  the  same  as 
regulations  with  respect  to  such  eligibility  as 
a  lender  issued  under  the  Federal  student 
loan  insurance  program,  or  (II)  there  Is  a 
State  constitutional  prohibition  affecting  the 
eligibility  of  such  an  institution  as  a  lender, 
and  (11)  assurances  ^at  the  State  or  non¬ 
profit  private  institution  or  organization  will 
report  to  the  Commissioner  not  later  than 
July  1,  1977.  and  annually  thereafter,  con¬ 
cerning  such  criteria,  including  any  special 
requirements  for  the  eligibility  of  sueh 
lenders,  procedmres  in  effect  imder  such  pro¬ 
gram  to  limit,  suspend,  or  terminate  such 
lenders,  a  list  of  applications  of  such  lenders^ 
a  summary  of  actions  taken  on  such  applica¬ 
tions,  and  a  list  of  the  names  of  all  sueh 
lenders  within  the  State. 

"(b)  Each  supplemental  guaranty  agree¬ 
ment  entered  into  imder  subsection  (a) — 

"(1)  shall  set  forth  such  administrative 
and  fiscal  procediures  as  may  be  necessary  to 
protect  the  United  States  from  the  risk  of 
unreasonable  loss  thereunder,  to  insure 
proper  and  efficient  administration  of  the 
loan  insurance  program,  and  to  insure  that 
due  diligence  will  be  exercised  in  the  collec¬ 
tion  of  loans  insured  under  the  progranr, 

"(2)  shall  set  forth  adequate  assurance 
that  the  requirements  of  paragnqih  (1)  or 
paragraph  (2)  of  subsection  (a)  of  this  sec¬ 
tion,  as  the  case  may  be,  are  met; 

“(3)  shall  provide  for  the  making  of  such 
reports,  in  such  form,  and  containing  such 
information  as  the  Commissioner  may  rea¬ 
sonably  require  to  carry  out  his  functions 
under  this  section,  and  for  keeping  such 
records  and  for  affording  such  access  thereto 
as  the  Commissioner  may  find  necessary  to 
assure  the  correctness  and  verification  of 
such  reports: 

"(4)  shall  set  forth  adequate  assurance 
that,  with  respect  to  so  much  of  any  loan 
insured  under  the  loan  instirance  program 
as  may  be  guaranteed  by  the  Commissioner 
pursuant  to  subsection  (a)  of  this  section, 
the  undertaking  of  the  Commissioner  under 
the  supplemental  guaranty  agreement  is  ac¬ 
ceptable  in  full  satisfaction  of  State  law  or 
regulation  requiring  the  maintenance  of  a 
reserve;  , 

"(6)  shall  provide  that  if,  after  the  Com¬ 
missioner  has  made  payment  tmder  the  sup¬ 
plemental  guaranty  agreement  pursuant  to 
this  section  with  respect  to  any  loan,  any 
payments  are  made  in  discharge  of  the  obli¬ 
gation  Incurred  by  the  borrower  with  respect 
to  such  loan  (including  any  payments  of 
interest  accruing  on  such  loan  after  such 
payment  by  the  Commissioner),  there  shall 
be  paid  over  to  the  Commissioner  (for  deposit 
in  the  fund  established  by  section  431)  such 
portion  of  the  amount  of  such  payments  as  Is 
determined  (in  accordance  with  regulations 
prescribed  by  the  Commissioner)  to  represent 
his  equitable  share  thereof,  but  shall  not 
otherwise  provide  for  subrogation  of  the 
United  States  to  the  rights  of  any  Insurance 
beneficiary;  Provided,  That,  except  as  the 
Commissioner  may  otherwise  by  or  pursuant 
to  regulation  provide,  amounts  so  paid  by  a 
borrower  on  such  a  loan  shall  be  first  applied 
in  reduction  of  principal  owing  on  such  loan; 
and 

"(6)  may  Include  such  other  provlslens  as 
may  be  necessary  to  promote  the  purposes  of 
this  part. 
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“(c)  (1)  To  the  extent  i>roTldecl  in  regula¬ 
tions  of  the  Ck>mmlaatoner.  a  supplemental 
guaranty  agreement  under  Uils  sectacm  may 
contain  provisions  which  permit  such  for¬ 
bearance  for  the  benefit  of  the  stndMit  bor¬ 
rower  as  may  be  agreed  upon  by  the  parties 
to  an  insured  loan  and  approved  by  the 
insurer. 

"  (2)  For  purposes  of  this  section,  the  terms 
‘insurance  beneficiary*  and  ‘default’  shall 
have  the  meanings  assigned  to  them  by  sec¬ 
tion  430(e). 

“CERTIFICATE  OF  FEDERAL  LOAN  INSURANCE — 
EFFECTIVE  DATE  OF  INSURANCE 

“Sec.  429.  (a)  (1)  If,  upon  application  by 
an  eligible  lender,  made  upon  such  form, 
containing  such  Information,  and  supported 
by  such  evidence  as  the  Commissioner  may 
require,  and  otherwise  in  conformity  with 
this  section,  the  commissioner  finds  that  the 
applicant  has  made  a  loan  to  an  eligible  stu¬ 
dent  which  is  insurable  under  the  provisions 
of  this  part,  he  may  issue  to  the  applicant 
a  certificate  of  insurance  covering  the  loan 
and  setting  forth  the  amount  and  terms  of 
the  insurance. 

"(2)  Insurance  evidenced  by  a  certificate  of 
insurance  pursuant  to  subsection  (a)(1) 
shall  become  effective  upon  the  date  of  is¬ 
suance  of  the  certificate,  except  that  the 
Commissioner  is  authorized,  in  accordance 
with  regulations,  to  issue  commitments  with 
respect  to  proposed  loans,  or  with  respect  to 
lines  (or  proposed  lines)  of  credit,  submitted 
by  eligible  lenders,  and  In  that  event,  upon 
compliance  with  subsection  (a)(1)  by  the 
lender,  the  certificate  of  insurance  may  be 
issued  effective  as  of  the  date  when  any 
loan,  or  any  pajrment  by  the  lender  pursuant 
to  a  line  of  credit,  to  be  covered  by  such 
insurance  was  made.  Such  insurance  shall 
cease  to  be  effective  upon  sixty  days’  default 
by  the  lender  in  the  payment  of  any  install¬ 
ment  of  the  premiums  payable  pursuant  to 
subsection  (c) . 

“(3)  An  application  submitted  pursuant 
to  subsection  (a)(1)  shall  contain  (A)  an 
agreement  by  the  applicant  to  pay,  in  ac¬ 
cordance  with  regulations,  the  premltims 
fixed  by  the  Commissioner  pursuant  to  sub¬ 
section  (c),  and  (B)  an  agreement  by  the 
applicant  that  if  the  loan  Is  covered  by  in- 
surSmcB  the  applicant  will  submit  such  sup¬ 
plementary  reports  and  statements  during 
the  effective  i>«rlod  of  the  loan  agreement, 
upon  such  forms,  at  such  times,  and  con¬ 
taining  such  information  as  the  Commis¬ 
sioner  may  prescribe  by  or  pursuant  to  reg¬ 
ulation. 

“(b)(1)  In  lieu  of  requiring  a  separate 
Insurance  application  and  Issuing  a  s^arate 
certificate  of  insurance  for  each  student  loan 
made  by  an  eligible  lender  as  provided  in 
subsection  (a),  the  Commissioner  may,  in 
accordance  with  regulations  consistent  with 
section  424,  issue  to  any  eligible  lender  ap¬ 
plying  therefor  a  certificate  of  comprehensive 
Insurance  coverage  which  shall,  without 
further  action  by  the  Commissioner,  insure 
all  insurable  loans  made  by  that  lender,  on 
or  after  the  date  of  the  certificate  and  before 
a  specified  cutoff  date,  within  the  limits  of 
an  aggregate  maximum  amount  stated  In  the 
certificate.  Such  regulations  may  provide  few 
conditioning  such  Insurance,  with  respect  to 
any  loan,  upon  compliance  by  the  lender  with 
such  requirements  (to  be  stated  or  incorpor¬ 
ated  by  reference  in  the  certificate)  as  in  the 
Commissioner’s  Judgment  will  best  achieve 
the  purpose  of  thls^subsectlon  while  protect¬ 
ing  the  financial  interest  of  the  United  States 
and  promoting  the  objectives  of  this  part, 
including  (but  not  limited  to)  provisions  as 
to  the  repc^ing  of  such  loans  and  Infonna- 
slon  relevant  tiiereto  to  the  Commissioner 
and  as  to  the  payment  of  Initial  and  other 
premiums  and  the  effect  of  default  therein. 


and  including  provision  for  confirmation  by 
the  Oommlssioenr  from  time  to  time 
(through  endorsement  of  the  certificate)  of 
the  coverage  of  specific  new  loans  by  such 
certificate,  which  confirmation  shall  be  in¬ 
contestable  by  the  Qommlssioner  in  the  ab¬ 
sence  of  fraud  or  misrepresentation  of  fact 
or  patent  error. 

"(2)  If  the  bolder  of  a  certificate  of  com¬ 
prehensive  insurance  coverage  Issued  under 
this  subsection  grants  to  a  student  a  line 
of  credit  extending  beyond  the  cutoff  date 
specified  In  that  certificate,  loans  or  pay¬ 
ments  thereon  made  by  the  holder  after  that 
date  pursuant  to  the  line  of  credit  shall  not 
be  deemed  to  be  included  In  the  coverage  eff 
that  certificate  except  as  may  be  specifically 
provided  therein;  but,  subject  to  the  limita¬ 
tions  of  section  424,  the  Cmnmissloner  may, 
in  accordance  with  regulations,  make  com¬ 
mitments  to  Insure  such  future  loans  or  pay¬ 
ments,  and  such  commitments  may  be  hon¬ 
ored  either  as  provided  in  subsection  (a) 
or  by  inclusion  of  suen  Insurance  on  com¬ 
prehensive  coverage  imder  this  subsection 
for  the  period  or  periods  in  which  such  future 
loans  or  payments  are  made. 

“(c)  ffhe  Commissioner  shall,  pursuant 
to  regulations,  charge  tar  insurance  on  each 
loan  imder  this  part  a  premium  in  an  amount 
not  to  exceed  one-fourth  of  1  per  centum 
per  year  of  the  unpaid  principal  amo^ult  of 
such  loan  (excluding  interest  added  to  prin¬ 
cipal),  payable  tn  advance,  at  such  times 
and  in  such  manner  as  may  be  prescribed 
by  the  Commissioner.  Such  regulations  may 
provide  that  such  premium  shaH  not  be  pay¬ 
able,  or  if  paid  shall  be  refundable,  wltih 
respect  to  any  period  after  default  in  the  pay¬ 
ment  of  principal  or  Interest  or  after  the  bor¬ 
rower  has  died  or  becomes  totally  and  per¬ 
manently  disabled,  if  (1)  notice  su<ffi  de¬ 
fault  or  other  event  has  been  duly  given,  and 
(2)  requests  for  payment  of  the  loss  insured 
against  has  been  made  or  the  Ckmunissloner 
has  made  such  payment  on  his  own  motion 
pursuant  to  section  430(a) . 

“(d)  The  rights  of  an  eligible  lender  aris¬ 
ing  under  insurance  evidenced  by  a  certificate 
of  insurance  issued  to  it  under  this  section 
may  be  assigned  as  security  by  such  lender 
only  to  another  eligible  lender,  and  subject 
to  regulation  by  the  Commissioner. 

“(e)  The  consolidation  of  the  obligations 
of  two  or  more  federally  insured  loans  ob¬ 
tained  by  a  student  borrower  in  any  fiscal 
year  into  a  single  obligation  evidenced  by  a 
single  Instrument  of  Indebtedness  shall  not 
affect  the  insurance  by  the  United  States.  If 
the  loans  thus  consolidated  are  covered  by 
separate  certificates  of  insurance  Issued 
und^  subsection  (a) ,  the  Commissioner  may 
upon  surrender  of  the  original  certificates 
issue  a  new  certificate  of  insurance  in  ac¬ 
cordance  with  that  subsection  upon  the  con¬ 
solidated  obligation;  if  they  are  covered  by 
a  single  comprehensive  certificate  issued 
under  subsection  (b),  the  Commissioner  may 
amend  that  certificate  accordingly. 

“DFFAUI.T  or  STUDENT  UNDER  FEDERAL  LOAN 
INSURANCE  PROGRAM 

“Sec.  430.  (a)  Upon  default  by  the  student 
borrower  on  any  loan  covered  by  Federal  loan 
insurance  pursuant  to  this  part,  imd  prior 
to  the  commencement  at  suit  or  other  en¬ 
forcement  proceedings  upon  security  for  that 
loan,  the  insurance  beneficiary  shall  promptly 
notify  the  Commissioner,  and  the  Commis¬ 
sioner  shall  if  requested  (at  that  time  or 
after  further  collection  efforts)  by  the  bene¬ 
ficiary,  or  may  on  his  own  motion.  If  the 
insurance  is  still  in  effect,  pay  to  the  bene¬ 
ficiary  the  amount  of  the  loss  sustained 
the  Insured  upmi  that  loan  as  soon  as  that 
amount  has  been  determined.  The  ‘amount 
of  the  loss’  on  any  loan  shall,  for  the  pur¬ 
poses  of  this  subsection  and  subsection  (b) , 


be  deemed  to  be  an  amount  equal  to  the 
unpaid  balance  of  the  principal  amount  and 
interest  accrued  from  the  date  of  submission 
of  a  valid  default  claim  (as  determined  by 
the  Commissioner)  to  the  date  on  which 
payment  Is  authorized  by  the  Commissioner, 
reduced  to  the  extent  required  by  section 
425(b).  Such  beneficiary  shall  be  required  to 
meet  the  standards  of  due  diligence  in  the 
collection  of  the  loan. 

“(b)  Upon  payment  of  the  amount  of  the 
loss  pursuant  to  subsection  (a),  the  United 
States  shall  be  subrogated  for  all  of  the 
rights  of  the  holder  of  the  obligation  upon 
the  insured  loan  and  shall  be  entitled  to  an 
assignment  of  the  note  or  other  evidence 
of  the  insured  loan  by  the  insurance  bene¬ 
ficiary.  If  the  net  recovery  made  by  the  Com¬ 
missioner  on  a  loan  after  deduction  of  the 
cost  of  that  recovery  (including  reasonable 
administrative  costs)  exceeds  the  amount  of 
the  loss,  the  excess  shall  be  paid  over  to  the 
insured.  The  Cmnmlssioner  may.  In  attempt¬ 
ing  to  make  recovery  on  such  loans,  contract 
with  private  business  concerns.  State  student 
loan  insurance  agencies,  or  State  guaranty 
agencies,  for  payment  for  services  rendered 
by  such  concerns  or  agencies  in  assisting  the 
Commissioner  in  making  such  recovery.  Any 
contract  under  this  subsection  entwed  into 
by  the  Commissioner  shall  provide  that  at¬ 
tempts  to  make  recovery  on  su<fii  loans  shall 
be  fair  and  reasoni^le,  and  do  not  involve 
harassment,  Intimidatioii,  false  or  mislead¬ 
ing  representations,  or  unnecessary  com¬ 
munications  concerning  the  existence  of  any 
suifii  loan  to  persons  other  than  the  student 
borrower. 

“  (c)  Nothing  In  this  section  or  in  this  part 
shall  be  construed  to  preclude  any  fore- 
bearance  for  the  benefit  of  the  student  bor¬ 
rower  which  may  be  agreed  upon  by  the 
parties  to  the  insured  loan  and  ai^Hoved  by 
the  Commissioner,  or  to  preclude  forebear- 
ance  by  the  Commissioner  in  the  enforce¬ 
ment  of  the  insured  obligation  after  pay¬ 
ment  on  that  insurance. 

"(d)  Nothing  in  this  section  or  in  this 
part  shall  be  construed  to  excuse  the  holder 
of  a  federally  insured  loan  from  exercising 
reasonable  care  and  diligence  in  the  making 
and  collection  of  loans  under  the  provisions 
of  this  part.  If  the  Commissioner,  after  rea¬ 
sonable  notice  and  opportunity  for  hearing 
to  an  eligible  lender,  finds  that  it  has  sub¬ 
stantially  failed  to  exercise  such  care  and 
diligence  or  to  make  the  reports  and  state¬ 
ments  required  imder  section  428(a)  (4)  and 
section  429(a)(3),  or  to  pay  the  required 
Federal  loan  Insurance  premiums,  he  shidl 
disqualify  that  lender  for  further  Federal 
Insurance  on  loans  granted  pursuant  to  this 
part  until  he  is  satisfied  that  its  failure  has 
ceased  and  finds  that  there  is  reasonable 
assurance  that  the  lender  will  in  the  future 
exercise  necessary  care  and  diligence  or  com¬ 
ply  with  such  requirements,  as  the  case  may 
be. 

“  (e)  As  used  in  this  section — 

“(1)  the  term  ‘insurance  beneficiary’  means 
the  insured  or  its  authorized  assignee  in  ac¬ 
cordance  with  section  429(d);  and 

“(2)  the  term  ‘default’  Includes  only  such 
defaults  as  have  existed  for  (A)  one  hundred 
and  twenty  days  in  the  case  of  a  loan  which 
Is  repayable  in  monthly  Installqjente,  or  (B) 
one  hundred  and  eighty  days  in  the  case  of 
a  loan  which  is  repayable  in  less  frequent 
installments. 

“INSURANCE  FUND 

“Sec.  431.  (a)  ‘There  is  hereby  established 
a  student  loan  insurance  fund  (hereinafter 
in  this  section  called  the  ‘fund’)  which  shall 
be  available  without  fiscal  year  limitation  to 
the  Commissioner  for  making  payments  in 
connection  with  the  default  of  loans  Insured 
by  him  under  this  part,  or  in  connection  with 
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jmyments  under  •  g\iaranty  agreement  under 
aectlcm  428  (o).  All  amounts  received  by  the 
Commissioner  as  premium  cbarges  tor  In¬ 
surance  and  as  receipts,  earnings,  or  pro¬ 
ceeds  derived  fr<»n  any  claim  or  other  assets 
acquired  by  the  Commissioner  In  connection 
with  his  operations  under  this  part,  any 
excess  advances  under  section  422(c)  (4)  (C), 
and  any  other  moneys,  property,  or  assets  de¬ 
rived  by  the  Cmnmlssloner  from  his  opera¬ 
tions  In  coimectlon  with  this  section,  shall 
be  deposited  In  the  fund.  All  payments  In 
coimectlon  with  the  default  of  loans  Insured 
by  the  Commissioner  under  this  part,  or  In 
coimectlon  with  such  guaranty  agreements 
shall  be  paid  from  the  fund.  Moneys  In  the 
fund  not  needed  for  current  operations  under 
this  section  may  be  Invested  In  bonds  or 
other  obligations  guaranteed  as  to  principal 
and  Interest  by  the  United  States. 

“(b)  If  at  any  time  the  moneys  In  the  fund 
are  insufficient  to  make  payments  In  connec¬ 
tion  with  the  default  of  any  loan  Insured  by 
the  Commissioner  under  this  part,  or  In  con¬ 
nection  with  any  guaranty  agreement  made 
tmder  section  428(c)  or  428A(a)(l),  the 
Commissioner  Is  authorized,  to  the  extent 
provided  In  advance  by  appropriations  Acts, 
to  issue  to  the  Secretary  of  the  Treasury  notes 
or  other  obligations  In  such  fmms  and  de¬ 
nominations,  bearing  such  maturities,  and 
subject  to  such  terms  and  conditions  as  may 
be  prescribed  by  the  Commissioner  with  the 
approval  ot  the  Secretary  of  the  Treasury. 
Such  notes  or  other  obligations  shall  bear 
Interest  at  a  rate  determined  by  the  Secretary 
of  the  Treasury,  taking  Into  consideration 
the  current  average  market  yield  on  out¬ 
standing  marketable  obligations  of  the 
United  States  of  comparable  maturities  dur¬ 
ing  the  month  preceding  the  Issuance  of  the 
notes  or  other  obligations.  The  Secretary  of 
the  Treasury  is  authorized  and  directed  to 
purchase  any  notes  and  other  obligations 
Issued  hereunder  and  for  that  purpose  he  is 
authorized  to  use  as  a  public  debt  transac¬ 
tion  the  proceeds  from  the  sale  of  any  se¬ 
curities  Issued  \mder  the  Second  Liberty 
Bond  Act,  as  amended,  and  the  purposes  for 
which  securities  may  be  issued  under  that 
Act,  as  amended,  are  extended  to  include  any 
purchase  of  such  notes  and  obligations.  The 
Secretary  of  the  Treasiuy  may  at  any  time 
sell  any  of  the  notes  other  obligations  ac¬ 
quired  by  him  under  this  subsection.  All  re¬ 
demptions,  purchases,  and  sales  by  the  Secre¬ 
tary  of  the  Treasury  of  such  notes  or  other 
oldlgatlons  shall  be  treated  as  public  debt 
transactions  of  the  United  States.  Sums  bor¬ 
rowed  under  this  subsection  shall  be  de¬ 
posited  In  the  fund  and  redemption  of  such 
notes  and  obligations  shall  be  made  by  the 
Commlsstoner  from  such  fund. 

“LEGAL  POWERS  AND  RESPONSIBILITIES 

“Sec.  432. (a)  In  the  performance  of,  and 
with  respect  to,  the  functions,  powers,  and 
duties  vested  In  him  by  this  part,  the  Com¬ 
missioner  may — 

“(1)  prescribe  such  regulations  as  may 
be  necessary  to  carry  out  the  punxises  of 
this  part; 

“(2)  sue  and  be  sued  in  any  court  of  record 
of  a  State  having  general  jmrlsdictlon  or  In 
any  district  court  of  the  United  States,  and 
such  district  courts  shall  have  Jmisdictlon 
of  civil  actions  arising  under  this  part  with¬ 
out  regard  to  the  amount  In  controversy, 
and  action  Instituted  imder  this  subsection 
by  or  against  the  Commissioner  shall  survive 
notwithstanding  any  change  in  the  person 
occupying  the  office  of  Commissioner  or  any 
vacancy  In  that  cfflce;  but  no  attachment. 
Injunction,  garnishment,  or  other  similar 
process,  mesne  or  final,  shall  be  issued 
against  the  Commissioner  or  property  imder 
his  control,  and  nothing  herein  shall  be  con¬ 
strued  to  except  litigation  arising  out  of 


activities  under  this  part  from  the  appllca- 
tlon  ot  sections  609,  617,  547,  and  2679  of 
tttle  28  ct  the  United  States  Code; 

**(8)  Include  in  any  contract  tor  Federal 
loan  Insurance  such  terms,  conditions,  and 
covenants  rtiatlng  to  repayment  of  inlnclpal 
and  payment  of  Interest,  relating  to  his  oMl- 
gatlons  and  rights  and  to  those  eligible  lend¬ 
ers,  and  bcsTOwers  In  case  of  default,  and 
relating  to  such  other  matters  as  the  Oom- 
missioner  determines  to  be  necessary  to  as¬ 
sure  that  the  purposes  of  this  part  will  be 
aohiev^;  and  any  term,  condition,  and  cove¬ 
nant  made  pursuant  to  this  clause  or  any 
other  provlsitms  of  this  part  may  be  modified 
by  the  Commlssloiw  If  he  determines  that 
modification  Is  necessary  to  protect  the  fi¬ 
nancial  Interest  of  the  United  States; 

**(4)  subject  to  the  qiecific  limitations  In 
this  part,  OMisent  to  the  modification,  with 
respect  to  rate  of  interest,  time  of  payment 
of  any  Installment  of  principal  and  Interest 
or  any  pmrticm  thereof,  or  any  other  provl- 
~sion  of  %ny  note  or  other  Instrument  evi¬ 
dencing  a  loan  which  has  been  insured  by 
him  under  this  part; 

“(6)  enfoixe,  pay,  or  compromise,  any 
claim  on,  or  arising  because  of,  any  such  In¬ 
surance  or  any  guarantee  agreement  under 
sectlcm  428(c);  and 

“(6)  Enforce,  pay,  compromise,  waive,  or 
releckse  any  right,  claim,  lien,  or  de¬ 

mand,  howevw  acquired,  including  any 
equity  or  any  right  of  redemption. 

"(b)  The  Co«nml8sl<mer  shall,  with  respect 
to  the  financial  operations  arising  by  reason 
of  this  part — 

“(1)  Prepare  annually  and  submit  a  budget 
program  as  provided  for  wholly  owned  Oov- 
emment  corporations  by  the  Government 
Corpmatlon  Control  Act;  and 

"(2)  Maintain  with  reiqiect  to  Insurance 
under  this  part  an  Integral  set  of  accoimts, 
which  shall  be  audited  annually  by  the  Gen¬ 
eral  Accoxmting  Office  In  accordance  with 
principles  and  lUTxedures  ippllcable  to  com¬ 
mercial  corporate  transactions,  as  provided 
by  section  106  of  the  Government  Corpora¬ 
tion  Control  Act,  except  that  the  transactions 
of  the  Cmnmlssloner.  InclwUng  the  settle¬ 
ment  of  Insurance  claims  and  of  claims  for 
payments  pmwuant  to  section  428,  and  trans¬ 
actions  related  thereto  and  vouchers  ap¬ 
proved  by  the  Cmnmlssioner  in  connection 
with  such  transactions,  shall  be  final  and 
conclusive  upon  all  accounting  and  other 
offiCMa  of  the  Government. 

“(c)  (1)  (A)  For  locms  Insured  after  Decem¬ 
ber  31,  1976,  or  In  the  case  of  eaiA  Insurer 
aftM*  such  ecurller  date  where  the  data  re¬ 
quired  by  this  subsection  are  available,  the 
Commissioner  and  all  other  Insurers  imder 
this  part  ehall  collect  and  accumulate  all 
data  relating  to  (1)  loan  volume  Insured  and 
(11)  defaults  reimbuiBed  or  default  rates  ac¬ 
cording  to  the  categories  of  loans  listed  in 
subparagraph  (B)  of  this  paragraph. 

“(B)  The  data  indicated  in  subparagraph 
(A)  of  this  i>aragnq>h  shall  be  accumulated 
according  to  the  category  ot  lender  making 
the  loan  and  shall  be  accumulated  separately 
for  lenders  who  are  (1)  eligible  institutions, 
(it)  State  or  private,  nonprofit  direct  lenders, 
(ill)  commercial  financial  institutions  who 
are  banks,  savings  and  loan  associations,  or 
credit  unions,  and  (Iv)  all  other  types  of 
institutions  or  agencies. 

“(C)  The  Commissioner  may  designate 
such  additional  subcategories  within  the  cat¬ 
egories  specified  In  subparagraph  (B)  as  he 
deems  iq>propriate. 

“(D)  The  category  or  designation  of  a  loan 
shall  not  be  changed  for  any  reason,  includ¬ 
ing  Its  purchase  or  acquisition  by  a  lender 
of  another  category. 

“(2)  (A)  The  Commissioner  shall  collect 
data  under  this  subsection  from  all  Insurers 
under  this  part  and  shall  publish  not  lesa 


often  than  once  every  fiscal  year  a  report 
showing  loan  volume  guaranteed  and  de¬ 
fault  data  for  each  category  specified  in  sub- 
paragraph  (B)  of  paragrtqih  (1)  of  this  sub¬ 
section  and  for  the  total  of  all  lenders. 

“(B)  The  reports  specified  In  subparagraph 
(A)  of  this  paragnqih  shall  Include  a  separate 
r^iort  for  each  Insiuer  under  this  pi^  in¬ 
cluding  the  Commissioner,  and  where  an  in¬ 
surer  Insures  loans  for  lenders  In  more  than 
one  State,  such  Insurer’s  report  shall  list 
alL  data  separately  for  etush  State. 

“(3)  For  purposes  of  clarity  in  communica¬ 
tions,  the  Commissioner  shall  separately 
Identify  loans  made  by  the  lenders  referred 
to  In  clause  (1)  and  loans  made  by  the  lend¬ 
ers  referred  to  In  clause  (11)  of  paragraph 

(1)  (B)  of  this  subsection. 

“(d)(1)  The  functions  of  the  Commis¬ 
sioner  under  this  part  listed  In  paragraph 

(2)  of  this  subsection  may  be  delegated  to 
employees  In  the  regional  (^ces  of  the  Office 
of  Education  established  pursuant  to  section 
403(c)  (2)  ot  the  General  Education  Provi¬ 
sions  Act. 

“(2)  The  functions  which  may  be  delegated 
pursuant  to  this  subsection  are — 

“(A)  Reviewing  applications  t<x  loan  in¬ 
surance  under  section  429  and  Issuing  con¬ 
tracts  for  Federal  loan  Insurance,  certificates 
of  Insurance,  and  certificates  of  comprehen¬ 
sive  insurance  covmtge  to  eligible  lenders 
which  are  financial  or  credit  institutions 
subject  to  examination  and  supervision  by 
an  agency  of  tiie  Umted  States  or  of  any 
State; 

“(B)  Receiving  claims  for  payments  under 
section  430(a),  examining  those  clcdms,  and 
pursuant  to  regulations  of  the  Commissioner, 
approving  claime^or  payment,  ox  requiring 
lenders  to  take  additional  collection  action 
as  a  condition  for  payment  of  claims;  and 

“(C)  Certifying  to  the  central  office  when 
collection  of  dtf  suited  loans  has  been  com¬ 
pleted,  compromising  or  agreeing  to  the  mod¬ 
ification  of  any  Federal  claim  against  a  bor¬ 
rower  (pursuant  to  regulations  of  the  Com¬ 
missioner  issued  under  section  432(a) ),  and 
recommending  litigation  with  respect  to  any 
such  claim. 

“institutional  lenders 

“Sec.  433.  (a)(1)  An  eligible  institution 
may  not  act  as  an  eligible  lender  or  originate 
locms  under  this  part  unless  It  has  In  effect 
an  agreement  with  the  Commisrioner  under 
which  it  agrees  (A)  to  make  such  locms  to 
no  more  thlm  60  per  centum  of  the  students 
In  attendance  at  the  Institution  who  are  not 
graduate  or  professional  students  (as  de¬ 
fined  In  regulations  of  the  Commissioner), 
and  (B)  that  It  will  not  make  such  a  loan 
imder  this  part  to  a  student,  other  than  a 
graduate  or  professional  student  (as  defined 
In  regulations  of  the  Commissioner),  who 
has  not  previously  received  a  loan  from  such 
institution  until  such  student  has  provided 
the  institution  with  either  (i)  a  statement 
from  an  eligible  lender  (other  than  an  eligi¬ 
ble  institution  or  a  State  or  an  agency  of  a 
State  or  a  private  nonprofit  agency  designated 
by  a  State)  that  the  borrower  sought  a  loan 
from  it  and  was  denied  such  loan,  or  (ii)  a 
sworn  statement  by  the  borrower  that  the 
lender  from  which  he  sought  such  a  loan 
declined  to  provide  the  statement  described 
in  clause  (1) . 

“(2)  Whenever  the  Commissioner  deter¬ 
mines  that  the  termination  of  the  eligible 
Institution’s  status  as  a  lender  under  para¬ 
graph  ( 1 )  would  be  a  hardship  to  the  present 
or  prospective  students  of  the  eligible  insti¬ 
tution  after  considering  the  management  of 
that  Institution,  the  opportunities  that  In¬ 
stitution  provides,  to  economically  disad¬ 
vantaged  students,  cmd  rriated  factim,  the 
Commissioner  shall  waive  the  provisions  of 
such  paragraph  with  respect  to  that  insti¬ 
tution. 
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“(b)(1)  An  eligible  Institution  shall  be 
deemed  to  have  originated  a  loan  tor  pur¬ 
poses  of  this  section  If  It  has  had  delegated 
to  It  by  an  eligible  lender  a  substantial  por¬ 
tion  of  the  functions  and  responsibilities 
normally  performed  by  a  lend^  prior  to  ttie 
making  of  a  locm.  such  as  Interviewing  the 
applicant  for  the  loan,  explaining  the  I4>- 
plicant’s  responsibilities  under  the  loctn.  ob¬ 
taining  completicm  of  necessary  forms,  ob¬ 
taining  necessary  documentation,  or  verifying 
that  the  student  Is  eligible  for  the  loan. 

“(2)  For  purposes  of  this  section,  a  loan 
Is  made  or  originated  on  the  date  of  the  first 
disbursement  of  any  proceeds  of  the  loan. 

“participation  bt  federal  credit  unions  in 

FEDERAL.  STATE.  AND  PRIVATE  STUDENT  LOAN 

insurance  programs 

“Sec.  434.  Notwithstanding  any  other  pro¬ 
vision  of  law.  Federal  credit  unions  shall, 
pursuant  to  regulations  of  the  Director  of 
the  Bureau  of  Federal  Credit  Unions,  have 
power  to  make  insured  loans  to  student  mem¬ 
bers  in  accordance  with  the  provisions  of 
this  part  relating  to  federally  insured  loans, 
or  in  accordance  with  the  provisions  of  any 
State  or  nonprofit  private  student  loan  In¬ 
surance  program  which  meets  the  require¬ 
ments  of  section  428(a)  (1)  (C). 

“DEFINITIONS  FOR  STUDENT  LOAN  INSURANCE 
PROGRAM 

-  “Sec.  435.  As  used  in  this  part: 

“(a)  The  term  ‘eligible  institution’  means 
(1)  an  institution  of  higher  education,  (2) 
a  vocational  school,  or  (3)  with  respect  to 
students  who  are  nationals  of  the  United 
States,  an  institution  outside  the  United 
States  which  is  oomparabTITto  an  institution 
of  higher  education  or  to  a  vocational  school 
and  which  has  been  approved  by  the  Com¬ 
missioner  for  purposes  of  this  part,  except 
that  such  term  does  not  include  any  such 
institution  or  school  which  employs  or  uses 
commissioned  salesmen  to  promote  the  avail¬ 
ability  of  any  loan  program  described  in  sec¬ 
tion  428(a)(1)  at  that  institution  or  school. 

“(b)  The  term  ‘institution  of  higher  edu¬ 
cation’  means  an  educational  institution  in 
any  State  which  (1)  admits  as  regular  stu¬ 
dents  only  persons  having  a  certificate  of 
graduation  from  a  school  providing  second¬ 
ary  education,  or  the  recognized  equivalent 
of  such  certificate,  or  who  are  beyond  the 
age  of  compulsory  school  attendance,  (2)  te 
legally  authorized  within  such  State  to  pro¬ 
vide  a  program  of  education  beyond  second¬ 
ary  education,  (3)  provides  an  educational 
program  for  which  It  awards  a  bachelor’s  de¬ 
gree  or  provides  not  less  than  a  two-year 
program  which  is  acceptable  for  full  credit 
toward  such  a  degree,  (4)  is  a  pubUc  or 
other  nonprofit  institution,  and  (5)  is  ac¬ 
credited  by  a  nationally  recognized  accredit¬ 
ing  agency  or  association  approved  by  the 
Commissioner  tor  this  purpose  or.  if  not  so 
accredited,  (A)  Is  an  institution  with  respect 
to  which  the  Commissioner  has  determined 
that  there  is  satisfactory  assurance,  consid¬ 
ering  the  resources  available  to  the  institu¬ 
tion,  the  period  of  Ume,  if  any,  during 
which  it  has  operated,  the  effort  it  Is  making 
to  meet  accreditation  standards,  and  the  pm- 
pose  for  which  this  determination  is  being 
made,  that  the  institution  will  meet  the  ac¬ 
creditation  standards  of  such  an  agency  or 
association  within  a  reasonable  time  or,  (B) 
Is  an  institution  whose  credits  are  accepted 
on  transfer  by  not  less  than  three  institu¬ 
tions  which  are  so  accredited,  for  credit  on 
the  same  basis  as  if  transferred  from  an  in¬ 
stitution  so  accredited.  Such  term  includes 
any  public  or  other  nonprofit  ocdlegiate  or 
associate  degree  school  of  nursing  and  any 
schocd  which  provides  not  less  than  a  one- 
year  program  of  training  to  prepare  students 
few  gainful  employment  in  a  recognized  oc¬ 


cupation  and  which  meets  the  provisions  of 
clauses  (1),  (2),  (4),  and  (5).  If  the  Com¬ 
missioner  determines  that  a  particular  cate¬ 
gory  of  such  schoc^  does  not  meet  the  re¬ 
quirements  of  clause  (5)  because  there  Is  no 
nationally  recognized  accrediting  agency  or 
association  qualified  to  accredit  schools  In 
such  category,  he  shall,  pending  the  estab¬ 
lishment  of  such  an  accrediting  agency  or 
association,  appoint  an  advisory  cbmmtttee, 
composed  of  persons  specially  qualified  to 
evaluate  training  provided  by  schools  in  such 
category,  which  shall  (1)  prescribe  the  stand¬ 
ards  o(f  content,  scope,  and  quality  which 
must  be  met  In  order  to  qualify  schools  in 
such  category  to  participate  in  the  program 
pursuant  to  this  part,  and  (il)  determine 
whether  particular  schools  not  meeting  the 
requirements  of  clause  (6)  meet  those  stand¬ 
ards.  For  purposes  of  this  subsection  the 
Commissioner  shall  publish  a  list  of  nation¬ 
ally  recognized  accrediting  i^encies  or  as¬ 
sociations  which  he  determines  to  be  reliable 
authority  as  to  the  quality  of  training  of¬ 
fered. 

“(c)  ’The  term  ‘vocational  school’  means 
a  business  or  trade  school,  or  technical  insti¬ 
tution  or  other  technical  or  vocational 
school,  in  any  State,  which  (1)  admits  as 
regular  students  only  persons  who  have  com¬ 
pleted  or  left  elementary  or  secondary  school 
and  who  have  the  ability  to  benefit  from 
the  training  offered  by  such  institution;  (2) 
is  legally  authorized  to  provide,  and  provides 
within  that  State,  a  program  of  postsecond¬ 
ary  vocational  or  technical  education  de¬ 
signed  to  fit  individuals  for  useful  employ¬ 
ment  in  recognized  occupations;  (3)  has 
been  in  existence  for  two  years  or  has  been 
specially  accredited  by  the  Commissioner  as 
an  institution  meeting  the  other  require¬ 
ments  of  this  subsection;  ancF  (4)  is  accred¬ 
ited  (A)  by  a  nationally  recognized  accred¬ 
iting  agency  or  association  listed  by  the 
Commissioner  piusuant  to  this  clause,  (B) 
if  the  Commissioner  determines  that  there  is 
no  nationally  recognized  accrediting  agency 
or  association  qualified  to  accredit  schools  of 
a  particular  category,  by  a  State  agency 
listed  by  the  Commissioner  pursuant  to  this 
clause,  and  (C)  If  the  Commissioner  deter¬ 
mines  there  Is  no  nationally  recognized  or 
State  agency  or  association  qualified  to  ac¬ 
credit  schools  of  a  particular  category,  by 
an  advisory  committee  appointed  by  him  and 
composed  of  persons  specially  qualified  to 
evaluate  training  provided  by  schools  of  that 
category,  which  committee  shall  prescribe 
the  standards  of  content,  scope,  and  quality 
which  must  be  met  by  those  schools  in  order 
for  loans  to  students  attending  them  to  be 
insurable  under  this  part  and  shall  also  de¬ 
termine  whether  ,  particular  schools  meet 
those  standards.  For  the  purpose  of  .this  sub¬ 
section,  the  Commissioner  shall  publish  a 
list  of  nationally  recognized  accrediting  agen¬ 
cies  or  associations  and  State  agencies  which 
he  determines  to  be  reliable  authority  as  to 
the  quality  of  education  or  training  afforded. 

“(d)  ’The  term  ‘collegiate  school  of  nurs¬ 
ing’  means  a  department,  division,  or  other 
administrative  unit  in  a  college  or  university 
which  provides  primarily  or  exclusively  an 
accredited  program  of  education  In  profes¬ 
sional  nursing  and  allied  subjects  leading  to 
the  degree  of  bachelor  of  artg,  bachelor  of 
science,  bachelor  of  nursing,  or  to  an  equiva¬ 
lent  degree,  or  to  a  graduate  degree  in 
nursing. 

“(e)  ’The  term  ‘associate  degree  school  of 
nursing’  means  a  department,  division,  or 
other  administrative  unit  in  a  junior  college, 
community  college,  college,  or  university 
which  provides  primarily  or  exclusively  an 
accredited  two-year  program  of  education  in 
professional  nursing  and  allied  subjects  lead¬ 
ing  to  an  associate  degree  In  nursing  or  to  an 
equivalent  degree. 


“(f)  The  term  ‘accredited’  when  applied  to 
any  program  of  nurse  education  means  a 
program  accre^lited  by  a  recognized  body  or 
bodies  approved  for  such  purpose  by  the 
Commissioner  of  Education. 

“(g)(1)  Except  as  provided  In  paragraphs 
(2).  (3),  and  (4),  the  term  ‘eligible  lender’ 
means — 

“(A)  A  Nationad  or  State  chartered  bank, 
a  mutual  savings  bank,  a  savings  and  loan 
association,  or  a  credit  union  which — 

“(1)  Is  subject  to  examination  and  super¬ 
vision  by  an  agency  of  the  United  States  or 
of  the  State  in  which  its  principal  place  of 
operation  Is  established,  and 

“(11)  Does  not  have  as  its  primary  con¬ 
sumer  credit  function  the  making  or  hold¬ 
ing  of  loans  made  to  students  under  this 
part  unless  it  is  a  bank  which  is  vtiiolly  owned 
by  a  State; 

“(B)  A  pension  fund  as  defined  In  the  Em¬ 
ployees  Retirement  Income  Security  Act; 

“(C)  An  insurance  company  which  is  sub¬ 
ject  to  examination  and  supervision  by  an 
agency  of  the  United  States  or  a  State; 

“(D)  In  any  State,  a  single  agency  of  the 
State  or  a  single  nonprofit  private  agency 
designated  by  the  State; 

“(E)  An  eligible  Institution  which  meets 
the  requirements  of  paragraphs  (2) ,  (3) ,  and 
(4)  of  this  subsection  and  which  has  signed 
an  agreement  pursuant  to  section  433;  and 
“(F)  For  purposes  only  of  purchasing  and 
holding  loans  made  by  other  lenders  under 
this  part,  the  Student  Loan  Marketing  Asso¬ 
ciation  or  an  agency  of  any  State  function¬ 
ing  as  a  secondary  market. 

“(2)  To  be  an  eligible  lender  under  this 
I>art,  an  eligible  Institution — 

“(A)  Shall  employ  at  least  one  person 
whose  full-time  responsibilities  are  limited 
to  the  administration  of  programs  of  finan¬ 
cial  aid  for  students  attending  such  institu¬ 
tion;  and 

“(B)  Shall  not  be  a  home  study  school. 

“(3)  ’The  term  eligible  lender  does  not  in¬ 
clude  any  eligible  institution  in  any  fiscal 
year  immediately  after  the  fiscal  year  in 
which  the  Commissioner  determines,  after 
notice  and  opportunity  for  a  hearing,  that 
for  each  of  two  consecutive  years  IS  per 
centum  or  more  of  the  amount  of  the  loan 
described  In  section  428(a)(1)  made  with 
respect  to  students  at  that  institution  and 
repayable  in  each  such  year  is  in  default,  as 
defined  in  section  430(e)  (2) . 

“(4)  Whenever  the  Commissioner  deter¬ 
mines  that — 

“(A)  ’There  is  reasonable  possibility  that 
an  eligible  institution  may,  within  one  year 
after  a  determination  is  made  under  para¬ 
graph  (3).  improve  the  collection  of  loans 
described  in  section  428(a)(1),  so  that  the 
application  of  paragriqih  (3)  would  be  a 
hardship  to  that  institution,  or 
“(B)  The  termination  of  the  lender's 
status  imder  paragraph  (3)  would  be  a  hard¬ 
ship  to  the  present  or  prospective  students 
of  the  eligible  institution,  after  considering 
the  management  of  that  institution,  the  abil¬ 
ity  of  that  institution  to  improve  the  collec¬ 
tion  of  loans,  the  opportunities  that  insti¬ 
tution  offers  to  economically  disadvantaged 
students,  and  other  related  factors,  the  Com¬ 
missioner  shall  waive  the  provisions  of  par¬ 
agraph  (3)  with  respect  to  that  institution. 
Any  determination  required  under  this  par¬ 
agraph  shall  be  made  by  the  CkMnmlssloner 
prior  to  the  termination  of  an  eligible  insti¬ 
tution  as  a  lender  under  the  exception  of 
paragraph  (3).  Whenever  the  Commissioner 
grants  a  waiver  pursuant  to  this  paragraph  he 
shall  provide  technical  assistance  to  the  in¬ 
stitution  concerned  in  order  to  improve  the 
collection  rate  of  such  loans. 

“(h)  The  term  ‘line  of  credit’  means  an  ar¬ 
rangement  or  agreement  between  the  lender 
and  the  borrower  whereby  a  loan  is  paid  out 
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by  the  lender  to  the  borrower  In  annual  in¬ 
stallments,  or  whereby  the  lender  agrees  to 
make,  in  addition  to  the  initial  loan,  addi¬ 
tional  loans  in  subsequent  years. 

"(i)  The  term  'due  diligence’  requires  the 
utilization  by  a  lender,  in  the  servicing  and 
collection  of  loans  insured  under  this  part, 
of  collection  practices  at  least  as  extensive 
and  forceful  as  those  generally  practiced  by 
financial  institutions  for  the  collection  of 
consumer  loans. 

"district  of  COLUMBIA  STUDENT  LOAN  INSUR¬ 
ANCE  PROGRAM 

“Sec.  436.  (a)  The  government  of  the  Dis¬ 
trict  of  Columbia  is  authorized  (1)  to  estab¬ 
lish  a  student  loan  insurance  program  which 
meets  the  requirements  of  this  part  for  a 
State  loan  insurance  program  in  order  to  en¬ 
ter  into  agreements  with  the  Commissioner 
for  the  purposes  of  this  title,  (2)  to  enter 
into  such  agreements  with  the  Commis¬ 
sioner,  (3)  to  use  amounts  appropriated  for 
the  purposes  of  this  section  to  establish  a 
fund  for  such  purposes  and  for  expenses  in 
connection  therewith,  and  (4)  to  accept  and 
use  donations  for  the  purposes  of  this 
section. 

“(b)  Notwithstanding  the  provisions  of 
any  applicable  law,  if  the  borrower,  on  any 
loan  insured  under  the  program  established 
pursuant  to  this  section,  is  a  minor,  any  oth¬ 
erwise  valid  note  or  other  written  agree¬ 
ment  executed  by  him  for  the  purposes  of 
such  loan  shall  create  a  binding  obligation. 

"(c)  There  are  authorized  to  be  appropri¬ 
ated  such  amounts  as  may  be  necessary  for 
the  purposes  of  this  section. 

“REPAYMENT  BY  THE  COMMISSIONER  OF  LOANS 

OF  BANKRUPT,  DECEASED,  OR  DISABLED  BOR¬ 
ROWERS 

“Sec.  437.  (a)  If  a  student  borrower  who 
has  received  a  loan  described  in  clause  (A), 
(B),  OT  (C)  of  section  428(a)(1)  dies  or  be¬ 
comes  permanently  and  totally  disabled  (as 
determined  in  accordance  with  regulations 
of  the  Commissioner),  then  the  Commis¬ 
sioner  shall  discharge  the  borrower’s 
liability  on  the  loan  by  repaying  the  amount 
owed  on  the  loan. 

"(b)  If  a  student  borrower  who  has  re¬ 
ceived  a  loan  described  in  clause  (A),  (B), 
or  (C)  of  section  428(a)  (1)  is  relieved  of  his 
obligation  to  repay  such  loan,  in  whole  or  in 
part,  through  a  discharge  in  bankruptcy,  th^ 
Commissioner  shall  repay  the  amount  of  the 
loan  so  discharged. 

“SPECIAL  ALLOWANCES 

“Sec.  438.  (a)  In  order  to  assure  (1)  that 
the  limitation  on  Interest  payments  or  other 
conditions  (or  both)  on  loans  made  or  in- 
smed  under  this  part,  do  not  impede  or 
threaten  to  Impede  the  carrying  out  of  the 
purposes  of  this  part  or  do  not  cause  the  re¬ 
turn  to  holders  of  loans  to  be  less  than 
equitable,  (2)  that  incentive  payments  on 
such  loans  are  paid  promptly  to  eligible 
lenders,  (3)  that  appropriate  consideration 
of  relative  administrative  costs  and  money 
market'  conditions  is  made  in  setting  the 
quarterly  rate  of  such  payments,  and  (4) 
that  participating  lenders  will  have  a  better 
and  more  accurate  way  of  assessing  the  rate 
of  such  payments  for  cmrrent  and  prospec¬ 
tive  quarters,  the  Congress  finds  it  necessary 
to  establish  an  Improved  method  for  the 
determination  of  the  quarterly  rate  of  the 
special  allowance  on  such  loans,  and  to  pro¬ 
vide  for  a  thorough,  expedltous  and  objective 
examination  of  alternative  methods  for  the 
determination  of  the  quarterly  rate  of  such 
allowance. 

“(b)  (1)  A  special  allowance  shall  be  paid 
for  efu;h  of  the  three-month  periods  ending 
March  31,  June  30,  September  30,  and  Decem¬ 
ber  31  of  every  year  and  the  amount  of  such 


allowance  paid  to  any  holder  with  respect  to 
any  three-month  period  shall  be  a  percent¬ 
age  of  the  unpaid  balance  of  disbursed  prin¬ 
cipal  (not  including  unearned  interest  added 
to  principal)  of  all  eligible  loans  held  by 
such  holder  during  such  period. 

"(2)  (A)  Subject  to  subpctragraphs  (B)  and 
(C)  and  paragraph  (4) ,  the  special  AUovmnce 
paid  pursuant  to  this  subsection  shall  be 
computed  (1)  by  determining  the  average  of 
the  bond  equivalent  rates  of  the  ninety-one- 
day  Treasury  bills  auctioned  for  such  three- 
month  period,  (ii)  by  subtr€u:ting  3.5  per 
centum  frmn  such  average,  and  (ill)  by 
rounding  the  resultant  per  centum  upward 
to  the  nearest  one-eighth  of  1  per  centum. 

"’‘(B)  Except  as  provided  in  paragraph  (4), 
if  the  ^eclal  fdlowance  computed  accord¬ 
ing  to  subparagraph  (A)  would  (i)  cause 
the  special  allowance  for  any  twelve-month 
period  during  the  period  ending  Septem¬ 
ber  30,  1977,  to  exceed  3  per  centum,  the 
special  allowance  rate  to  be  paid  for  such 
period  shall  be  reduced  to  the  highest  one- 
eighth  of  1  per  centum  rate  interval  which 
would  not  cause  such  excess. 

“(C)  Exc^t  as  provided  in  subparagraph 
(4),  if  the  special  allowance  computed  ac¬ 
cording  to  subparagraph  (A)  would  (1)  cause 
the  special  allowance  for  any  twelve-month 
period  after  O  ;tober  1,  1977,  to  exceed  5  per 
centum,  the  special  allowance  rate  to  be  paid 
for  such  period  shall  be  reduced  to  the 
highest  one-eighth  of  1  per  centum  rate 
which  would  not  cause  such  excess. 

“(3)  Subject  to  paragraph  (4)  the  special 
allowance  determined  for  any  such  three- 
month  period  shall  be  payable  at  such  time, 
after  the  close  of  such  period,  as  may  be  spe. 
cifled  by  or  pursuant  to  regulations  promul¬ 
gated  under  this  section.  The  holder  of  a 
loan  with  respect  to  which  any  such  allow¬ 
ance  is  to  be  paid  shall  be  deemed  to  have  a 
contractual  right,  as  against  the  United 
States,  to  receive  such  allowance  from  the 
Commissioner. 

"(4)  (A)  If  payment  of  the  special  allow¬ 
ance  payable  under  this  section  or  of  interest 
payments  under  section  428(a)  with  respect 
to  a  loan  have  not  been  made  within  thirty 
days  after  the  Commissioner  has  received  an 
accurate,  timely,  and  complete  request  for 
payment  thereof,  the  special  allowance  pay¬ 
able  to  such  holder  shall  be  Increased  by  an 
amoimt  equal  to  the  dally  interest  accruing 
on  the  special  allowance  and  interest  benefits 
payments  due  the  holder. 

“(B)  Such  daily  interest  shall  be  computed 
at  the  daily  equivalent  rate  of  the  special  al¬ 
lowance  rate  computed  pursuant  to  para¬ 
graph  (3)  plus  7  per  centiun  and  shall  be 
paid  for  the  later  of  (i)  the  thirty-first  day 
after  the  receipt  of  such  request  for  payment 
from  the  holder,  or  (11)  the  thirty-first  day 
after  Uie  final  day  of  the  period  or  periods 
covered  by  such  request,  and  shall  be  paid 
for  each  succeeding  day  until,  and  including, 
the  date  on  which  the  Commissioner  author¬ 
izes  payment. 

“(C)  POr  purposes  of  reporting  to  the  Con¬ 
gress  the  amounts  of  special  allowances  paid 
under  this  section,  amoimts  of  special  allow¬ 
ances  paid  pursuant  to  this  subparagraph 
shall  be  segregated  and  reported  separately. 

“(5)  As  used  in  this  section,  the  term  ‘eli¬ 
gible  loan’  means  a  loan  which  is  Insured 
under  this  part,  or  made  under  a  program 
covered  by  an  agreement  under  section  428 
(b)  of  this  Act. 

"(b)  The  Commissioner  shall  pay  the  hold¬ 
er  of  an  eligible  loan,  at  such  time  or  times 
as  are  specified  in  regulations,  a  special  al¬ 
lowance  prescribed  pursuant  to  subsection 
(a),  subject  to  the  condition  that  such  hold¬ 
er  shall  submit  to  the  Commissioner,  at  such 
time  or  times  and  in  such  manner  as  he  may 
deem  proper,  such  information  as  may  be 
required  by  regulation  for  the  purpose  of 


enabling  the  Secretary  and  the  Commissioner 
to  carry  out  their  ftmctions  under  this  sec¬ 
tion  and  to  carry  out  the  purposes  of  this 
section. 

“(c)  The  Commissioner  shall  adopt  or 
amend  appropriate  regulations  pertaining  to 
programs  carried  on  under  this  part  to  pre¬ 
vent,  where  practicable,  any  practices  which 
he  finds  have  denied  loans  to  a  substantial 
number  of  students.  Regulations  issued  un¬ 
der  section  2(a)  (6)  (B)  (li)  of  the  Emergency 
Insured  Student  Loan  Act  of  1969  shall  re¬ 
main  in  effect  imtil  superseded  or  amended 
under  this  subsection,  but  no  payments  shall 
be  made  \mder  such  Act  after  the  effective 
date  of  this  section. 

“(d)  There  are  authorized  to  be  appropri¬ 
ated  such  sums  as  may  be  necessary  for  spe¬ 
cial  allowances  authorized  by  this  section. 

“(e)  In  order  to  assure  (1)  that  the  limita¬ 
tion  on  interest  pa3rments  or  other  condi¬ 
tions  (or  both)  on  loans  made  or  insured 
under  this  part,  do  not  Impede  or  threaten 
to  impede  the  carrying  out  of  the  purposes 
of  this  part  or  do  not  cause  the  return  to 
holders  of  loans  to  be  less  than  equitable, 
(li)  that  incentive  painnents  on  such  loans 
are  paid  promptly  to  eligible  lenders,  (iil) 
that  appropriate  consideration  of  relative  ad¬ 
ministrative  costs  and  money  market  con¬ 
ditions  is  made  in  setting  the  quarterly  rate 
of  such  payments,  and  (iv)  that  participat¬ 
ing  lenders  will  have  a  better  And  more  ac- 
ciurate  way  of  assessing  the  rate  of  such  pay¬ 
ments  for  current  and  prospective  quarters, 
there  is  established  a  Committee  on  the 
Process  of  Determining  Student  Loan  Special 
Allowances  (hereinafter  in  this  section  re¬ 
ferred  to  as  the  ‘Committee’) .  The  Commit¬ 
tee  shall  be  composed  of — 

“(1)  The  Commissioner  of  Education; 

“(2)  ’The  Secretary  of  Health,  Education, 
and  Welfare; 

“(3)  ’The  Secretary  ef  ’Treasmy; 

“(4)  A  representative  of  State  and  non¬ 
profit  private  institutions  and  organizations 
participating  under  an  agreement  under  sec¬ 
tion  428(b) ; 

“(5)  A  student  financial  aid  administrator 
of  an  eligible  institution  (as  defined  in  sec¬ 
tion  436(g)  (2) ); 

“(6)  A  business  officer  of  an  eligible  insti¬ 
tution  (as  defined  in  section  435(g)  (2) ) ; 

“(7)  A  representative  of  participating  eli¬ 
gible  lenders  other  than  one  defined  in  sec¬ 
tion  436(g)(1)(E); 

“(8)  A  student  at  an  eligible  Institution 
(as  defined  in  section  436(g)(2));  and 

“(9)  A  representative  of  the  Student  Loan 
Marketing  Association,  designated  by  the 
Board  of  Directors  of  the  Association. 

“(f)  The  Commissioner  shall  appoint  the 
members  of  the  Committee  described  in 
paragraphs  (4),  (6),  (6),  (7),  and  (8)  of 
subsection  (e)  of  this  section,  after  consulta¬ 
tion  in  the  case  of  those  members  appointed 
under  each  such  paragraph,  with  nationally- 
recognized  organizations  of  such  persons  or 
agencies. 

“(g)  (1)  No  later  than  October  1,  1977,  the 
Committee  shall  prepare  and  submit  to  the 
President  of  the  Senate  and  the  Speaker  of 
the  House  of  Representatives  a  report  of 
their  findings  and  recommendations  for  an 
improved  method  or  methods  for  the  deter¬ 
mination  of  the  quarterly  rate  of  the  special 
allowance  paid  under  this  Act  which  they 
believe  will  carry  out  the  objectives  set  forth 
in  subsection  (a)  of  this  section. 

"(2)  ’The  Committee  shall  make  every  effort 
to  reach  a  unanimous  decision  with  respect 
to  the  method  for  the  determination  of  the 
quarterly  rate  of  the  special  allowance  estab¬ 
lished  under  this  section. 

“(3)  In  developing  the  method  for  the 
determination  of  the  quarterly  rate  of  the 
special  allowance  under  this  section,  the 
Committee  shall  consider — 
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"(A)  The  experiences  of  students,  and  eli¬ 
gible  lenders  undw  the  method  prescribed 
in  this  section,  and  \mder  the  method  in  op¬ 
eration  prior  to  the  enactment  of  this  sec¬ 
tion. 

“(B)  The  administrative  costs  of  various 
types  of  eligible  lenders  under  this  part, 

“(C)  Relevant  and  widely  available  finan¬ 
cial  indicators  which  accurately  refiect  the 
costs  of  capital  invested  in  programs  under 
this  part,  or  substitute  financial  indicators 
which  equitably  represent  the  cost  of  such 
capital, 

“(D)  An  administrative  mechanism  neces¬ 
sary  to  produce  a  prompt  and  rapidly  dis¬ 
seminated  determination  of  the  quarterly 
rate  of  the  special  allowance,  in  m'der  to 
avoid  delays  in  the  determination  and  dis¬ 
semination  of  that  rate  and  in  the  actual 
payment  of  the  special  allowance  to  eligible 
lenders,  and 

“(E)  Such  other  factors  as  the  Committee 
considers  necessary  to  carry  out  the  purposes 
of  this  section. 

“(4)  In  carrying  out  its  responsibilities 
under  this  section,  the  Committee  shall  be 
given  the  full  coopwation  and  assistance  of 
the  official  in  the  Office  of  Education  directly 
responsible  for  the  administration  of  this 
part  B  of  title  IV  of  the  Higher  Education 
Act  of  1965  and  such  other  appropriate  offi¬ 
cials  of  the  Office  of  Education  as  the  Com¬ 
mittee  deems  appropriate. 

“(5)  In  ord»  to  assist  the  Committee  to 
carry  out  its  functions  under  this  section,  the 
Conunlssioner  of  Education  is  authm'ized  to 
hire  consultants,  and  to  enter  into  contracts, 
and  pay  the  costs  of  such  contracts  from 
funds  regularly  appropriated  for  the  pur¬ 
pose  of  administering  programs  authorized 
by  this  part. 

"(6)  The  Commissioner  of  Education  shall 
convene  the  first  session  of  the  Committee 
within  sixty  da3rs  after  the  date  of  enact¬ 
ment  of  the  Education  Amendments  of 
1976.  The  Chairman  of  the  Committee  shall 
be  selected  by  those  members  who  are  not 
officials  of  the  Federal  Government  from 
among  themselves. 

“(7)  The  Committee  is  not  authorized  to 
employ  permanent  employees  or  to  lease  or 
obtain  the  \ise  of  permanent  offices  or  to  take 
other  steps  to  extend  its  period  of  service 
beyond  the  time  necessary  to  complete  its 
responsibilities  under  this  section. 

“(8)  The  Ck>mmittee  shall  cease  to  exist 
ten  days  after  the  submission  of  the  report 
prescribed  in  paragraph  (1)  of  this  sub¬ 
section. 

“STUDENT  LOAN  MARKETING  ASSOCIATION 

“Sec.  439.  (a)  The  Congress  hereby  de¬ 
clared  that  it  is  the  purpose  of  this  section 
(1)  to  establish  a  Government -sponsored  pri¬ 
vate  corporation  which  will  be  financed  by 
private  capital  and  which  will  serve  as  a  sec¬ 
ondary  market  and  warehousing  facility  for 
insured  student  loans,  insured  by  the  Cmn- 
missioner  under  this  part  or  by  a  State  or 
nonprofit  private  institution  or  organization 
with  which  the  Commissioner  has  an  agree¬ 
ment  under  section  428(b),  and  which  will 
provide  liquidity  for  student  loan  invest¬ 
ments;  and  (2)  in  order  to  facilitate  secured 
transactions  involving  insured  student  loans, 
to  provide  for  perfection  of  security  interests 
in  Insured  student  loans  either  through  the 
taking  of  possession  or  by  notice  filing. 

“(b)(1)  There  is  hereby  created  a  body 
corporate  to  be  known  as  the  Student  Loan 
Marketing  Association  (hereinafter  referred 
to  as  the  ‘Association’) .  Ihe  Association  shall 
have  succession  until  dlsolved.  It  shall  main¬ 
tain  its  principal  office  in  the  Dlsteict  of  Co¬ 
lumbia  and  shall  be  deemed,  tor  purposes  of 
venue  and  Jurisdiction  in  civil  actions,  to  be 
a  resident  thereof.  Offices  may  be  established 
by  the  Assoclatlim  In  such  other  place  or 


places  as  It  may  deem  necessary  or  appropri¬ 
ate  fOT  the  conduct  of  its  business. 

“(2)  The  Association,  including  its  fran¬ 
chise,  capital,  reserves,  surplus,  mcM-tgages,  or 
other  security  holdings,  and  income  shall  be 
exempt  from  all  taxation  now  or  hereafter 
imposed  by  any  State,  territory,  possession. 
Commonwealth,  or  dependency  of  the 
United  States,  or  by  the  District  of  Columbia, 
or  by  any  county,  municipality,  or  local  tax¬ 
ing  authority,  except  that  any  real  property 
of  the  Association  shall  be  subject  to  State, 
territorial,  county,  municipal,  or  local  tax¬ 
ation  to  the  same  extent  according  to  its 
value  as  other  real  property  is  taxed. 

“(3)  There  is  hereby  authorized  to  be  ap¬ 
propriated  to  the  Secretary  of  Health,  Edu¬ 
cation,  and  Welfare  $5,(X)0,000  ,for  making 
advances  for  the  purpose  of  helping  to  estab¬ 
lish  the  Association.  Such  advances  shall  be 
repaid  within  such  period  as  the  Secretary 
may  deem  to  be  ^propriate  ill  light  of  the 
maturity  and  scdvency  of  the  Association. 
Such  advances  shall  bear  interest  at  a  rate 
not  less  than  (A)  a  rate  determined  by  the 
Secretary  of  the  Treasury  taking  into  con¬ 
sideration  the  current  average  market  yield 
on  outstanding  marketable  obligations  of  the 
United  States  with  remaining  period  to  ma¬ 
turity  comparable  to  the  maturity  of  such 
advances,  adjusted  to  the  nearest  one-eighth 
of  1  per  centum,  plus  (B)  an  allowance  ade¬ 
quate  in  the  Judgment  of  the  Secretary  to 
cover  administrative  costs  and  probable  loss¬ 
es.  Repayments  of  such  advances  shall  be  de¬ 
posited  into  miscellaneous  receipts  of  the 
Treasury. 

“(c)  (1)  The  Association  shall  have  a  Board 
of  Directors  which  shall  consist  of  twenty- 
one  persons,  one  of  whom  shall  be  designated 
Chairman  by  the  President. 

“(2)  An  interim  Board  of  Directors  shall  be 
appointed  by  the  President,  one  of  whom  he 
shall  designate  as  interim  Chairman.  The 
Interim  Board  shall  consist  of  twenty-one 
members,  seven  of  whom  shall  be  repretent- 
ative  of  banks  or  other  financial  institutions 
which  are  insured  lenders  pursuant  to  this 
section,  seven  of  whiun  shall  be  representa¬ 
tive  of  educational  institutions,  and  seven  of 
whom  ^all  be  representative  of  the  general 
public.  The  interim  Board  shall  arrange  for 
an  initial  offering  of  common  and  preferred 
stocks  and  take  whatever  other  actions  are 
necessary  to  proceed  with  the  operations  of 
the  Association. 

“(3)  When,  in  the  Judgment  of  the  Presi¬ 
dent,  sufficient  common  stock  of  the  Associa¬ 
tion  has  been  purchased  by  educational  in¬ 
stitutions  and  banks  or  other  financial  insti¬ 
tutions,  the  holders  of  common  stock  which 
are  educational  institutions  shall  elect  seven 
members  of  the  Board  of  Directors  and  the 
holders  of  common  stock  which  fu*e  banks  or 
other  financial  institutions  shall  elect  seven 
members  of  the  Board  of  Directors.  The  Pres¬ 
ident  shall  appoint  the  remaining  seven  di¬ 
rectors,  who  shall  be  representative  of  the 
general  public.  • 

“(4)  At  the  time  the  events  described  in 
paragraph  (3)  have  occurred,  the  interim 
Board  shall  turn  over  the  affairs  of  the  Asso¬ 
ciation  to  the  regular  Board  so  chosen  or 
appointed. 

“(6)  The  directors  appointed  by  the  Presi¬ 
dent  shall  serve  at  the  pleasure  of  the  Presi¬ 
dent  and  imtil  their  successors  have  been  iqi- 
polnted  and  have  qualified.  The  remaining 
directors  shall  each  be  elected  for  a  term 
ending  on  the  date  of  the  next  annual  meet¬ 
ing  of  the  common  stockholders  of  the  As¬ 
sociation,  and  shall  serve  until  their  succes- 
son  have  been  Mected  and  have  qualified. 
Any  ai^iointive  seat  on  the  Board  which  be- 
ocMnee  vacant  shall  be  filled  by  a^iolntment 
of  the  President.  Any  elective  seat  on  the 


Board  which  becomes  vacant  after  the  an¬ 
nual  election  of  the  directors  shall  be  filled 
by  the  Board,  but  only  for  the  unexplred  por¬ 
tion  of  the  term. 

"(6)  The  Board  of  Directors  shall  meet  at 
the  call  of  its  Chairman,  but  at  least  semi¬ 
annually.  The  Board  shall  determine  the 
general  policies  which  shall  govern  the  c^r- 
ations  of  the  Association.  The  Chairman  of 
the  Board  shall,  with  the  approval  of  the 
Board,  select,  appoint,  and  compensate  quali¬ 
fied  persons  to  fill  the  c^ces  as  may  be  pro¬ 
vided  for  in  the  bylaws,  with  such  executive 
functions,  powers,  and  duties  as  may  be  pre¬ 
scribed  by  the  bylaws  or  by  the  Board  of 
Directors,  and  such  persons  shall  be  the  exec¬ 
utive  officers  of  the  Association  and  shall 
discharge  all  such  executive  functions,  pow¬ 
ers,  and  duties. 

“(d)  (1)  The  Association  is  authorized,  sub¬ 
ject  to  the  provisions  of  this  section,  pursu¬ 
ant  to  commitments  or  otherwise,  to  make 
advances  on  the  security  of,  purchase,  serv¬ 
ice,  sell,  or  otherwise  deal  in,  at  prices  and  on 
terms  and  conditions  determined  by  the  As¬ 
sociation,  student  loans  which  are  Insured 
by  the  Commission  under  this  part  or  by  a 
State  or  nonprofit  private  institution  or  orga¬ 
nization  with  which  the  Commissioner  has 
an  agreement  under  section  428(b) . 

“(2)  Any  warehousing  advance  made  under 
paragraph  (1)  of  this  subsection  shall  not 
exceed  80  per  centum  of  the  face  amount  on 
an  insured  loan.  The  proceeds  from  any  such 
advance  shall  be  invested  in  additional  in¬ 
sured  student  loans. 

“(3)  Notwithstanding  the  provisions  of  any 
State  law  to  the  contrary,  including  the  Uni¬ 
form  Commercial  Code  as  in  effect  in  any 
State,  a  security  Interest  in  insured  student 
loans  created  on  behalf  of  the  Association  or 
any  eligible  lender  as  defined  in  section  435 
(a)  may  be  perfected  either  through  the  tak¬ 
ing  of  possession  of  such  loans  or  by  the  fil¬ 
ing  of  notice  of  such  security  Interest  in  such 
loans  in  the  manner  provided  by  said  State 
law  for  perfection  of  security  interests  in 
accounts. 

“(e)  The  Association,  pursuant  to  such 
criteria  as  the  Board  of  Directors  may  pre¬ 
scribe,  shall  make  advances  on  security  or 
purchase  student  loans  pursuant  to  subsec¬ 
tion  (d)  only  after  the  Association  is  assured 
that  the  lender  (A)  does  not  discriminate 
by  pattern  or  practice  against  any  particular 
class  or  category  of  students  by  requiring 
that,  as  a  condition  to  the  receipt  of  a  loan, 
the  student  or  his  family  maintain  a  busi¬ 
ness  relationship  with  the  lender,  except  that 
this  clause  Shall  not  apply  in  the  case  of  a 
loan  made  by  a  credit  union,  savings  and 
loan  association,  mutual  savings  bank,  insti¬ 
tution  of  higher  education,  or  any  other 
lender  with  less  than  850,000,000  in  deposits, 
and  (B)  does  not  discriminate  on  the  basis 
of  race,  sex,  color,  creed,  or  national  origin. 

“(f)(1)  The  Association  shall  have  com¬ 
mon  stock  having  a  par  value  of  $100  per 
share  which  may  be  issued  only  to  lenders 
under  this  part,  pertaining  to  guaranteed 
student  loans,  who  are  qualified  as  Insured 
lenders  under  this  part  or  who  are  eligible 
Institutions  as  defined  in  section  435(a) 
(other  than  an  institution  outside  the  United 
States) . 

“(2)  Each  share  of  common  stock  shall  be 
entitled  to  one  vote  with  rights  of  cumula¬ 
tive  voting  at  all  elections  of  directors.  Vot¬ 
ing  shall  be  by  classes  as  described  in  sub¬ 
section  (c)(3). 

“(3)  The  common  stock  of  the  Association 
shall  be  transferable  only  as  may  be  pre¬ 
scribed  by  regulations  of  the  Secretary  of 
Health,  Education,  and  Welfare,  and,  as  to 
the  Association,  only  on  the  books  of  the 
Association.  The  Secretary  of  Health,  Educa¬ 
tion,  and  Welfare  shall  prescribe  the  maxi¬ 
mum  number  of  shares  of  common  stock  the 
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Association  may  Issue  and  have  outstanding 
at  any  one  time. 

"(4)  To  the  extent  that  net  income  is 
earned  and  realized,  subject  to  subsection 
(g)  (2),  dividends  may  be  declared  on  com¬ 
mon  stock  by  the  Board  ot  Directors.  Such 
dividends  as  may  be  declared  by  the  Board 
shall  be  paid  to  the  holders  of  outstanding 
shares  of  common  stock,  except  that  no  such 
div^ends  shall  be  payable  with  respect  to  any 
share  which  has  been  called  for  redemption 
past  the  effective  date  of  such  call. 

“(g)(1)  Association  Is  authorized, 

with  the  approval  of  the  Secret6ury  of  Health, 
Education,  and  Welfare,  to  Issue  nonvoting 
preferred  stock  vrlth  a  par  value  of  $100  per 
share.  Any  preferred  share  Issued  shall  be 
freely  transferable,  except  that,  as  to  the 
Association,  it  shall  be  transferred  only  on 
the  books  of  the  Association. 

"(2)  The  holders  of  the  preferred  shares 
shall  be  entitled  to  such  rate  of  cumulative 
dividends  and  such  shares  shall  be  subject 
to  such  redemption  or  other  conversion  pro¬ 
visions  as  may  be  provided  for  at  the  time  of 
Issuance.  No  dividends  shall  be  payable  on 
any  share  of  common  stock  at  any  time  when 
any  dividend  is  due  on  any  share  of  preferred 
stock  and  has  not  been  paid. 

"(3)  In  the  event  of  any  liquidation,  dis¬ 
solution,  or  winding  up  of  the  Association’s 
business,  the  holders  of  the  preferred  shares 
shall  be  paid  in  full  at  par  value  thereof,  plus 
all  accrued  dividends,  before  the  holders  of 
the  common  shares  receive  any  payment. 

“(h)  (1)  The  Association  is  authorized  with 
the  approval  of  the  Secretary  of  Health,  Ed¬ 
ucation,  and  Welfare  and  the  Secretary  of  the 
Treasury  to  issue  and  have  outstanding 
obligations  having  such  maturities  and  bear¬ 
ing  such  rate  or  rates  of  Interest  as  may  be 
determined  by  the  Assoelatlon.  Such  obliga¬ 
tions  may  be  redeemable  at  the  option  of 
the  Asseolatlon  before  maturity  In  such  man¬ 
ner  se  may  be  stipulated  therein. 

"42)  The  Secretary  of  Health,  Education, 
and  Welfare  is  authorized,  prior  to  July  1, 
1982,  to  guarantee  payment  when  due  of 
principal  and  Interest  on  obligations  issued 
by  the  Association  in  an  aggregate  amount 
determined  by  the  Secretary  in  consultation 
with  the  Secretary  of  the  Treasury. 

“(3)  To  enable  the  Secretary  of  Health, 
Education,  and  Welfare  to  dlscheirge  bis  re¬ 
sponsibilities  under  guarantees  issued  by 
him,  he  is  authorized  to  Issue  to  the  Secre¬ 
tary  of  the  Treasury  notes  or  other  obliga¬ 
tions  In  such  forms  and  denominations, 
bearing  such  maturities,  and  subject  to  such 
terms  and  conditions,  as  may  be  prescribed 
by  the  Secretary  of  Health,  Education,  and 
Welfare  with  the  {q>proval  of  the  Secretary 
of  the  Treasury.  Such  notes  or  other  obliga¬ 
tions  shall  bear  Interest  at  a  rate  determined 
by  the  Secretary  of  the  Treasury,  taking  Into 
consideration  the  ciurent  average  market 
yield  on  outstanding  marketable  obligations 
of  the  United  States  of  comparable  matwl- 
ties  during  the  months  preceding  the  issu¬ 
ance  of  the  notes  or  other  obligations.  The 
Secretary  of  the  Treasury  Is  authorized  and 
directed  to  purchase  any  notes  and  other 
obligations  Issued  bereimder  and  for  that 
purpose  he  Is  authorized  to  \ise  as  a  public 
debt  transaction  the  proceeds  from  the  sale 
of  any  securities  issued  under  the  Second 
Liberty  Bond  Act,  as  amended,  and  the  pur¬ 
poses  for  which  securities  may  be  Issued  un¬ 
der  that  Act,  as  amended,  are  extended  to 
Include  any  purchase  of  such  notes  and  ob- 
ligati<ms.  The  Secretary  of  the  Treasiiry  may 
at  any  time  sell  any  of  the  notes  or  other 
obligations  aoqiilred  by  him  under  this  sub¬ 
section.  All  redemptions,  purchases,  and 
sales  by  the  Secretary  of  the  Treasury  of  such 
notes  or  other  obligations  shall  be  treated  as 
public  debt  transactions  of  the  United 
States.  There  Is  authorized  to  be  apprq[>rl- 


ated  to  the  Secretary  of  Health,  Education, 
and  Welfare  such  sums  as  may  be  necessary 
to  pay  the  principal  and  interest  on  the 
notes  or  obligations  issued  by  him  to  the 
Secretary  of  the  Treasury. 

“(i)  The  Association  shall  have  power — 

“(1)  to  sue  and  be  sued,  complain  and  de¬ 
fend,  in  its  corporate  name  and  through  its 
own  counsel; 

“(2)  to  adopt,  alter,  and  use  the  corporate 
seal,  which  shall  be  Judicially  noticed; 

"(3)  to  adopt,  amend,  and  repeal  by  its 
Board  of  Directors,  bylaws,  rules,  and  regu¬ 
lations  as  may  be  necessary  for  the  conduct 
of  its  business; 

“(4)  to  conduct  its  business,  carry  on  Its 
operations,  and  have  ofQcers  and  exercise  the 
power  granted  by  this  section  in  any  State 
without  regard  to  any  qualification  or  sim¬ 
ilar  statute  in  any  State; 

“(6)  to  lease,  purchase,  or  otherwise  ac¬ 
quire,  own,  hold.  Improve,  use,  or  otherwise 
deal  In  and  with  any  property,  real,  personal, 
or  mixed,  or  any  Interest  therein,  wherever 
situated; 

“(6)  to  accept  gifts  or  donations  of  serv¬ 
ices,  or  of  property,  real,  personal,  or  mixed, 
tangible  or  intangible,  in  aid  of  any  of  the 
purposes  of  the  Association; 

“(7)  to  sell,  convey,  mortgage,  pledge, 
lease,  exchange,  and  otherwise  dispose  of  its 
property  and  assets; 

,  “(8)  to  appoint  such  officers,  attorneys, 
employees,  and  agents  as  may  be  required, 
to  determine  their  qutdificatlous,  to  define 
their  duties,  to  fix  their  salaries,  require 
bonds  for  them  and  fix  the  penalty  thereof; 
and 

“(9)  to  enter  Into  contracts,  to  execute  In¬ 
struments,  to  Incur  liabilities,  and  to  do  all 
things,  as  are  necessary  or  Incidental  to  the 
proper  management  of  Its  affairs  and  the 
proper  conduct  of  Its  business. 

“(J)  The  accounts  of  the  Association  shall 
be  audited  aimually.  Such  audits  shall  be 
ecnducted  in  aeeovdance  with  generally  ac¬ 
cepted  auditing  standards  by  Independent 
certified  public  accountants  or  by  independ¬ 
ent  licensed  public  accountants,  licensed  on 
or  before  December  31,  1970,  who  are  certi¬ 
fied  or  licensed  by  a  regulatory  authority  of 
a  State  or  other  political  subdivision  of  the 
United  States,  except  that  Independent  pub¬ 
lic  accountants  licensed  to  practice  by  such 
regulatory  authority  after  December  31,  1970, 
and  persons  who,  although  not  so  certified  or 
licensed,  meet,  in  the  opinion  of  the  Secre¬ 
tary,  standards  of  education  and  experience 
representative  of  the  highest  standards  pre¬ 
scribed  by  the  licensing  authorities  of  the 
several  States  which  provide  for  the  continu¬ 
ing  licensing  of  public  accountans  and  which 
are  prescribed  by  the  Secretary  in  appropri¬ 
ate  regulations  may  pwform  such  audits 
until  December  31,  1976.  A  report  of  each 
such  audit  shedl  be  furnished  to  the  Secre¬ 
tary  of  the  Treasury.  The  audit  shall  be  con¬ 
ducted  at  the  place  or  places  where  the  ac¬ 
counts  are  normally  kept.  The  representatives 
of  the  Secretary  shall  have  access  to  all  books, 
accounts,  financial  records,  reports,  files,  and 
all  other  papers,  things,  or  property  belong¬ 
ing  to  or  in  use  by  the  Association  and  nec¬ 
essary  to  facilitate  the  audit,  and  they  shall 
be  afforded  full  facilities  for  verifying  trans¬ 
actions  with  the  balances  or  securities  held 
by  depositaries,  fiscal  agents,  and  custodians. 

“(k)  A  report  of  each  such  audit  for  a  fis¬ 
cal  ye€u:  shall  be  made  by  the  Secretary  of 
the  Treasury  to  the  President  and  to  the 
Congress  not  later  than  six  months  follow¬ 
ing  the  close  of  such  fiscal  year.  The  report 
shall  set  forth  the  scc^  of  the  audit  and 
hhall  Include  a  statement  (Showing  Intercor¬ 
porate  relations)  of  assets  and  liabilities, 
capital  and  surplus  or  deficit;  a  staitement  of 
siirplus  or  deficit  analysis;  a  statement  of 
Income  and  expense;  a  statement  of  sources 


and  application  of  funds;  and  such  comments 
and  Information  as  may  be  deemed  necessary 
to  keep  the  President  and  the  Congress  in¬ 
formed  of  the  operations  and  financial  con¬ 
dition  of  the  Association,  together  with  such 
recommendations  with  respect  thereto  as  the 
Secretary  may  deem  advisable.  Including  a 
report  of  any  impairment  of  capital  or  lack 
of  sufficient  capital  noted  in  the  audit.  A 
copy  of  each  report  shall  be  furnished  to  the 
Secretary  of  Health,  Education,  and  Welfare 
and  to  the  Association. 

"(1)  AH  obligations  Issued  by  the  Associa¬ 
tion  shall  be  lawful  investments,  and  may 
be  accepted  as  security  for  all  fiduciary,  trust, 
and  public  funds,  the  Investment  or  deposit 
of  which  shall  be  under  authority  or  control 
of  the  United  States  or  of  any  officer  or  offi¬ 
cers  thereof.  All  stock  and  obligations  Is¬ 
sued  by  the  As.soclation  pursuant  to  this  sec¬ 
tion  slndl  be  deemed  to  be  exempt  securities 
within  the  meaning  of  laws  administered  by 
the  Seciurities  and  Exchange  Commission,  to 
the  same  extent  as  securities  which  are  direct 
obligations  of,  or  obligations  guaranteed  as 
to  principal  or  Interest  by,  the  United  States. 
The  Association  shall,  for  the  purposes  of 
section  14(b)  (2)  of  the  Federal  Reserve  Act, 
be  deemed  to  be  an  agency  of  the  United 
States. 

“(m)  In  order  to  fmmlsh  obligations  for 
delivery  by  the  Association,  the  Secretary  of 
the  Treasury  is  authorized  to  prepare  such 
obligations  in  such  form  as  the  Board  of 
Directors  may  {q}prove,  such  obligations  when 
prepared  to  be  held  in  the  Treasury  subject 
to  delivery  upon  order  by  the  Association. 
The  engraved  plates,  dies,  bed  pieces,  and  so 
forth,  executed  In  connection  therewith  shall 
remain  In  the  custody  of  the  Secretary  of 
the  Treasury.  The  Association  shall  reimburse 
the  Secretary  of  the  Treasuxy  for  amy  ex¬ 
penditures  made  ki  the  preparation,  custody, 
and  delivery  of  such  obligations. 

"(n)  The  Asseelation  shaH,  as  soon  as  prac¬ 
ticable  after  the  end  of  each  fiscal  year, 
trsinsmlt  to  the  President  and  the  Congress  a 
report  of  its  operations  and  activities  during 
each  year. 

"ITVE-YEAB  NONDISCHARGEABILITV  OF  CERTAIN 
LOAN  DEBTS 

"Sec.  439 A.  (a)  A  debt  which  is  a  loan  in¬ 
sured  or  guaranteed  under  the  authority  of 
this  part  may  be  released  by  a  discharge  In 
bankjmptcy  under  the  Bankruptcy  Act  only 
If  such  discharge  is  granted  after  the  five- 
year  period  (exclusive  of  any  applicable  sus¬ 
pension  of  the  repayment  peri^)  beginning 
on  the  date  of  commencement  of  the  repay¬ 
ment  period  of  such  loan,  except  that  prior 
to  the  expiration  of  that  five-year  period, 
such  loan  may  be  released  only  if  the  court 
In  which  the  proceeding  is  pending  deter¬ 
mines  that  payment  from  future  income  or 
other  wealth  will  Impose  an  undue  hardship 
on  the  debtor  or  his  dependents. 

"(b)  Subsection  (a)  of  this  section  shall 
be  effective  with  respect  to  any  proceedings 
begun  imder  the  Bankruptcy  Act  on  or  after 
September  30,  1977. 

"criminal  penalties 

"Sec.  440.  (a)  Any  person  who  knowingly 
and  willfully  embezzles,  misapplies,  steals,  or 
obtains  by  fraud,  false  statement,  or  forgery 
any  fimds,  assets  or  property  provided  or  In¬ 
sured  under  this  part  shcdl  be  fined  not  more 
than  $10,000  or  imprisoned  for  not  more  than 
five  years,  or  both;  but  if  the  amount  so 
embezzled,  misapplied,  stolen  or  obtained  by 
fraud,  false  statement,  or  forgery  does  not 
exceed  $200,  the  fine  shall  be  not  more  than 
$1,000  and  imprisonment  shall  not  exceed 
one  year,  or  both. 

"(b)  Any  person  who  knowingly  and  will¬ 
fully  makes  any  false  statement,  furnishes 
any  false  information,  or  conceals  any  ma- 


FEOERAL  REGISTER,  VOL  41,  NO-  215 — FRIDAY,  NOVEMBER  5,  1976 


48910 

terlal  informatiou  in  connection  with  an  ap- 
piication  for  a  finding  by  the  Oommissioner 
under  section  435(b)(4)  (A)  or  (B).  for  the 
purpose  of  qualifying  an  educational  institu¬ 
tion  as  an  eligible  Institution  under  this  part 
shall,  upon  conviction  thereof,  be  fined  not 
more  than  gl.OOO  or  imprisoned  not  more 
than  one  year,  or  both. 

“(c)  Any  person  who  knowingly  and  will¬ 
fully  makes  any  false  statement  to,  furnishes 
any  false  Information  to,  or  conceals  any 
material  information  in  connection  with  the 
assignment  of  a  loan,  which  is  insured  under 
this  part,  to  another  eligible  lender,  shall, 
upon  conviction  thereof,  be  fined  not  more 
than  $1,000  or  Imprisoned  not  more  than 
one  year,  or  both. 

“(d)  Any  person  who  knowingly  and  will- 
ftilly  makes  an  unlawful  payment  to  an 
eligible  lender  as  an  Inducement  to  make, 
or  to  acquire  by  assignment,  a  loan  insured 
under  this  part  shall,  upon  conviction  there¬ 
of,  be  fined  not  more  than  $1,000  or  im¬ 
prisoned  not  more  than  one  year,  or  both. 

“(e)  Any  person  who  knowingly  and  will¬ 
fully  destroys  any  application  for  a  loan 
which  is  insured  under  this  part,  any  appli¬ 
cation  for  insurance  ot^a  loan  under  this 
part,  or  destroys  or  conceals  any  other  record 
relating  to  the  making  or  insuring  of  loans 
under  this  part  with  intent  to  defraud  the 
United  States  or  to  prevent  the  United  States 
from  enforcing  any  right  obtained  by  sub¬ 
rogation  under  this  part,  shall  upon  convic¬ 
tion  thereof,  be  fined  not  more  than  $10,000 
or  imprisoned  not  more  thah  five  years,  or 
both.”. 

(b)  The  amendment  made  by  subsection 
(a)  of  this  section  of  this  Act  shall  become 
effective  October  1,  1976,  except  as  otherwise 
provided  therein,  and  to  the  extent  such 
amendment  makes  changes  in  such  part  B 
which  affect  student  loans,  such  changes 
shall  apply  to  outstanding  loans  as  well  as  to 
loans  made  after  the  amendment  becomes 
^ective,  except  that — 

(1)  the  changes  made  in  sections  425(a), 
427(a)(1)(C),  427(a)  (2)  (Q)  and  428(b)(1) 
(A),  (B),  and  (P)  shall  become  applicable 
with  respect  to  loans  to  cover  the  costs  of 
education  for  periods  of  enrollment  begin¬ 
ning  on  or  after  October  1,  1976; 

(2)  section  422(c)  shall  become  effective 
October  1,  1977; 

(3)  section  428(f)  shall  become  effective 
October  1,  1976: 

(4)  the  changes  made  in  section  428(a)  (2) 
shall  become  applicable  vrlth  respect  to  the 
determination  of  interest  subsidies  on  loans 
to  cover  the  costs  of  education  for  periods 
of  enrollment  beginning  on  or  after  30  days 
after  the  date  of  enactment  of  this  Act; 

(5)  the  new  section  433  shall  become  effec¬ 
tive  with  respect  to  loans  made  to  cover  the 
costs  of  education  for  periods  of  enrollment 
beginning  on  or  after  October  1,  1976: 

(6)  the  changes  in  section  428(c)  with 
respect  to  the  amount  of  Federal  guarantee 
payments  shall  become  effective  with  respect 
to  payments  to  reimburse  States  and  non¬ 
profit  private  institutions  and  organizations 
with  which  the  Commissioner  has  an  agree¬ 
ment  under  section  428(c)  of  such  part  which 
are  made  on  or  after  October  1,  1976;  and 

(7)  section  438  shall  become  effective  with 
respect  to  fiscal  quarters  beginning  after  De¬ 
cember  31,  1976. 

(c)(1)  Section  2(a)(7)  of  the  Emergency 
Insured  Student  Loan  Act  of  1969  is  amended 
by  striking  out  “October  1,  1976”  and  insert¬ 
ing  in  lieu  thereof  “January  1,  1977.” 

(2)  Effective  October  1,  1977,  the  Emer¬ 
gency  Insured  Student  Loan  Act  of  1969 
is  repealed. 

*  •  •  •  • 
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ELIGIBILITY  FOE  STUDENT  ASSISTANCE 

Sec.  132.  Section  497  of  the  Act  is  amended 
by  adding  at  the  end  thereof  the  following 
new  subsection: 

“(e)  Any  student  assistance  received  by  a 
student  under  this  title  shall  entitle  the  stu¬ 
dent  receiving  it  to  payments  only  if — 

“(1)  that  student  is  maintaining  satisfac¬ 
tory  progress  in  the  course  of  study  he  is 
pmsulng,  according  to  the  standards  and 
practices  of  the  institution  at  which  the  stu¬ 
dent  is  in  attendance,  and 
“(2)  that  student  doesnot  owe  a  refund 
on  grants  previously  received  at  such  institu¬ 
tion  under  this  title,  or  is  not  in  default  on 
any  loan  from  a  student  loan  fund  at  such 
institution  provided  for  in  part  E,  or  a  loan 
made,  insured,  or  ^aranteed  by  the  Com¬ 
missioner  under  this  title  for  attendance  at 
such  institution.”. 

FISCAL  RESPONSIBrniTY 

Sec.  133.  (a)  Title  IV  of  the  Act  is  further 
amended  by  adding  after  section  497  the  fol¬ 
lowing  new  sections: 

“fiscal  eligibility  op  INSTITUTIONS 

“Sec.  497A.  (a)  Notwithstanding  any  other 
provisions  of  this  title,  or  of  section  434(c) 
of  the  General  Education  Provisions  Act,  the 
Commissioner  is  authorized  to  prescribe  such 
regulations  as  may  be  necessary  to  provide 
fOT — 

“(1)  a  fiscal  audit  of  an  eligible  institu¬ 
tion  with  regard  to  any  funds  obtained  by 
it  under  this  title  or  obtained  frenn  a  student 
who  has  a  loan  Insured  or  guaranteed  by  the 
Commissioner  under  this  title; 

“(2)  the  establishment  of  reasonable 
standards  of  financial  responsibility  and  ap¬ 
propriate  institutional  capability  for  the  ad¬ 
ministration  by  an  eligible  institution  of  a 
program  of  student  financial  aid  under  this 
title; 

"(3)  the  establishment  by  each  Migible 
institution  under  part  B  responsible  for  fur¬ 
nishing  to  the  lender  the  statement  required 
by  section  428(a)  (2)  (A)  (i) ,  of  policies  and 
procedures  by  which  the  latest  known  ad¬ 
dress  and  enrollment  status  of  any  student 
who  has  had  a  loan  insured  under  this  part 
and  who  has  either  formally  terminated  his 
enrollment,  or  failed  to  re-enroll  on  at  least 
a  half-time  basis,  at  such  institutiim.  shall 
be  furnished  either  to  the  holder  (or  if  tm- 
known,  the  insurer)  of  the  note,  not  later 
than  sixty  days  after  such  termination  or 
failure  to  re-enroll;  and 

"(4)  the  limitation,  suspension  or  termi¬ 
nation  of  the  eligibility  tor  any  program 
under  this  title  of  any  otherwise  eligible 
institution,  whenever  the  Commissioner  has 
determined,  after  reasonable  notice  and  im¬ 
portunity  for  hearing  on  the  record,  that 
such  institution  has  violated  or  failed  to 
carry  out  any  provision  of  this  title  or  any 
regulation  prescribed  under  this  title,  except 
that  no  period  of  suspension  imder  this  sec¬ 
tion  shall  exceed  sixty  days  unless  the  insti¬ 
tution  and  the  Commissioner  agree  to  an  ex¬ 
tension  or  unless  limitation  or  termination 
proceedings  are  initiated  by  the  Commis¬ 
sioner  within  that  period  of  time. 

“(b)  The  Commissioner  shall,  for  the  pur¬ 
pose  of  carrying  out  the  provisions  of  this 
section  with  respect  to  subpart  1  of  part  A 
of  this  title,  enter  into  special  arrangements 
with  Institutions  of  higher  education  at 
which  students  receiving  basic  grants  under 
that  subpart  are  enrolled.  The  commissioner 
shall  include  special  provisions  designed 
to  carry  out  the  provisions  of  this  section 
in  agreements  with  institutions  of  higher  ed¬ 
ucation  under  section  4130,  In  agreements 
with  eligible  Institutions  under  section  443, 


and  in  agreements  with  Institutions  of  high¬ 
er  education  under  section  468. 

“(c)  Upon  determination  that  an  eligible 
institution  has  engaged  in  substantial  mis¬ 
representation  of  the  nature  of  its  educa¬ 
tional  program,  its  financial  charges,  or  the 
employability  of  its  graduates,  the  Commis¬ 
sioner  may  suspend  or  terminate  the  eligi¬ 
bility  status  tor  any  or  all  programs  under 
this  title  of  any  otherwise  eligible  institu¬ 
tion,  in  accordance  with  procedures  specified 
in  paragraph  (a)  (3) ,  until  he  finds  that  such 
practices  have  been  corrected. 

“(d)  The  Commissioner  shall  publish  a 
list  of  State  agencies  which  he  determines  to 
be  reliable  authority  as  to  the  quality  of 
public  postsecondary  vocational  education  in 
their  respective  States  for  the  purpose  of 
determining  eligibility  for  all  Federal  student 
a.ssistance  programs. 

“(e)  For  the  purpose  of  this  section  the 
term  ‘eligible  institution’  means  any  such 
institution  described  in  section  435(a)  of 
this  Act.”. 

(b)(1)  Any  regulations  for  the  carrying 
out  of  section  438,  as  in  effect  on  the 
Immediately  prior  to  the  effective  date  of  this 
subsection  shall  be  deemed  to  remain  in 
force  until  amended  or  superseded  by  new 
regulations  of  the  Commissioner. 

(2)  Within  120  days  of  the  effective  date 
of  this  subsection,  the  Commissioner  Is  di¬ 
rected  to  issue  a  comprehensive  revision  of 
the  regulations  heretofore  prescribed  for  the 
carrying  out  of  section  438,  for  the  purpose 
of  modifying  such  regulations,  to  the  extent 
possible,  to  make  them  applicable  to  all  pro¬ 
grams  under  title  IV  of  the  Act. 

(FR  DOC76-32310  Filed  il-4-76;8;46  am) 


[45  CFR  Part  177] 

GUARANTEED  STUDENT  LOAN 
PROGRAM 

Escrow  Agent  Disbursement  Plan 

Pursuajit  to  the  authority  contained  in 
Title  IV,  Part  B  of  the  Higher  Education 
Act  of  1965,  as  amended  (20  U.S.C.  1071 
through  1087-1),  notice  is  hereby  given 
that  the  Commissioner  of  Education, 
with  the  approval  of  the  Secretary  of 
Health,  Education,  and  Welfare,  proposes 
to  add  to  Title  45,  Part  177  of  the  Code 
of  Federal  Regulations  the  provisions  set 
forth  below  in  order  to  improve  the  ad¬ 
ministration  of  the  Federal  Insured  Stu¬ 
dent  Loan  Program  (FISLP)  component 
of  the  Guaranteed  Student  Loan  Pro¬ 
gram  (GSLP) .  , 

The  following  regulations  would  au¬ 
thorize  the  Cwnmissioner,  in  his  discre¬ 
tion,  to  require  lenders  to  disbiu’se  FISLP 
loan  proceeds  to  student  borrowers  by 
means  of  an  escrow  agent.  Although  the 
Commissioner  does  not  presently  have 
specific  plans  to  implement  this  author¬ 
ity,  he  wishes  to  assess  its  potential  for 
resolving  certain  problems  currently 
being  encountered  by  the  Office  of  Edu¬ 
cation  (OE)  in  the  administration  of  the 
GSLP.  While  the  proposed  regulations 
relate  only  to  FISLP  loans,  the  attention 
of  State  and  nonprofit,  private  guarantee 
agencies  is  also  directs  to  their  content 
since,  in  the  event  the  proposal  is  imple¬ 
mented  and  adjudged  a  success,  the  Com¬ 
missioner  may  later  propose  an  extensiMi 
of  the  conc^  to  their  programs,  m  the 
meantime,  a  guarantee  agency  may  wish 
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to  consider  Indep^dent  adoption  of  the 
proposal  or  a  variant  of  it  as  a  means  of 
resolving  the  problems  Inherent  in  the 
present  loon  disbursement  process  which 
this  proposal  addresses  and  which  guar¬ 
antee  agencies  may  likewise  experience. 
For  these  reasons,  guarantee  agencies  as 
well  as  FISLP  lenders  and  participating 
educational  institutions  are  encouraged 
to  study  this  proposal  and  offer  sugges¬ 
tions  for  its  refinement  or  for  alternative 
methods  of  dealing  with  the  problems, 
discussed  below,  occasioned  by  the  pres¬ 
ent  patterns  of  loan  disbursement. 

Currently,  most  FISLP  loans  are  dis- 
bimsed  to  the  borrower  by  means  of  a 
single  check  for  the  entire  amount  of 
the  loan.  If  a  student  borrower  fails  to 
complete  the  academic  term  for  which 
he  has  obtained  the  loan  because  of  his 
withdrawal  from  school,  and  if  he  has 
not  at  that  time  used  all  of  the  loan  pro¬ 
ceeds  for  educational  purposes,  past  ex¬ 
perience  has  shown  that  the  borrower  is 
apt  to  divert  the  remaining  loan  money 
to  non-educatlonal  uses,  which  is  con¬ 
trary  to  the  statutory  purpose  for  which 
the  loan  was  originally  extended.  Wh^ 
this  happens,  OE  is  in  the  position  of 
paytDg  interest  benefits  and  the  special 
allowance,  and  extending  its  insmrance 
liability,  on  loan  proceeds  not  being  used 
for  the  piui>ose  for  which  they  are  in¬ 
tended.  A  further  weakness  of  the  pres¬ 
ent  system  is  that  it  does  not  provide  a 
data  capture  system  which  immediately 
r^ays  information  r^arding  a  change  in 
student  enrollment  status  to  the  lender 
so  as  to  trigger  loan  repayment  and  the 
termination  of  Federal  interest  benefits. 

These  problems  could  be  avoided  if 
loan  proceeds  were  disbiused  to  a  bor¬ 
rower  in  multiple  installments  that  cor¬ 
responded  to  the  borrower’s  need  to  meet 
periodically  arising  educational  ex¬ 
penses.  Under  an  ideal  multiple  disburse¬ 
ment  scheme  that  conditions  dlsbiurse- 
ment  to  the  borrower  upon  continued  en¬ 
rollment,  if  the  enrollment  status  of  a 
borrower  were  prematurely  terminated, 
then  the  unused  loan  principal  would 
aut(Hnatically  be  applied  to  reduce  the 
outstanding  amoxmt  for  which  the  bor¬ 
rower  is  obligated.  This  result  would  ac¬ 
complish  the  objectives  of  avoiding 
diversion  of  FISLP  money  to  non-educa¬ 
tlonal  uses,  minimizing  the  cost  of  Fed¬ 
eral  payments  for  interest  benefits  and 
the  special  allowance,  and  reducing  the 
potential  amoimt  of  outstanding  loan 
money  that  later  can  fall  into  default. 

The  current  regulations  authorize,  but 
do  not  require,  lenders  other  than  edu¬ 
cational  institutions  to  disburse  loan 
proceeds  in  multiple  installments.  In 
fact,  most  lenders  disburse  the  entire 
loan  proceeds  to  the  borrower  by  means 
of  a  single  instrument. 

The  escrow  agent  concept  proposed  in 
the  following  regulations  is  designed  to 
minimize  the  problems  occasioned  by 
single  check  disbursement  without  Im¬ 
posing  the  administrative  biurdens  of 
mult^le  disbursements  on  lenders  under 
the  program.  The  concept  additionally 
has  the  potential  to  provide  a  framework 
for  a  reliable  data  captxrre  system  essen¬ 
tial  for  the  efficient  management  of  the 
FISLP,  including  the  validation  of  the 


date  and  amount  of  loan  disbursements 
and  the  enrollment  status  of  borrowers. 

The  escrow  agent  plan  provides  for  the 
dlsbiursement  of  the  entire  loan  proceeds 
by  the  lender  to  an  escrow  agent,  which 
would  receive  the  smn  on  behalf  of  the 
borrower.  The  escrow  agent  would  then 
re-dlsburse  the  loan  proceeds  to  the  bor¬ 
rower  in  installments  corresponding  to 
the  borrower’s  needs  for  meeting  educa¬ 
tional  expenses.  Each  installment  dis¬ 
bursement  would  be  made  by  means  of  a 
check  payable  to  the  borrower  and  sent 
to  his  school.  If  the  borrower  is  main¬ 
taining  the  minimum  enrollment  status 
necessary  for  his  continued  eligibility 
imder  the  program,  the  school  would 
certify  to  that  effect  on  the  check  and 
transmit  it  to  the  borrower.  If  the  bor¬ 
rower  were  incffigible,  the  school  would 
retium  the  check  to  the  escrow  agent, 
which  in  turn  would  remit  all  of  the 
imdisbursed  money  It  still  held  to  the 
lender,  which  would  then  make  a  down¬ 
ward  adjustment  in  the  amoimt  of  the 
borrower’s  loan  obligation. 

A  lender  would  earn  interest  on  the 
entire  amount  of  the  loan  from  the  time 
of  disbursement  to  the  escrow  agent.  In 
the  case  of  a  loan  eligible  for  Federal 
Interest  benefits,  OE  would  begin  to  pay 
interest  on  the  entire  unpaid  princlpiJ 
at  that  time.  In  the  case  of  a  loan  not 
eligible  for  Federal  interest  benefits,  the 
borrower  would  pay  the  lender  interest 
on  the  Installments  he  had  received  from 
the  escrow  agent  and  the  escrow  agent 
would  pay  the  lenda  the  Interest  on  the 
remaining  principal  that  it  still  held  for 
re-disbursement.  A  lender  would  also  re¬ 
ceive  the  special  allowance  paid  on  the 
entire  amoimt  of  the  loan  from  the  time 
it  was  disbursed  to  the  escrow  agent. 

'The  escrow  agent  plan  would  enable 
the  benefits  of  a  multiple  disbursement 
system  to  be  realized  without  cost  to  the 
lender,  which  would  continue  to  earn  in¬ 
terest  and  the  special  allowance  as  if  the 
entire  loan  had  been  disbursed  at  the  out¬ 
set  to  the  borrower.  The  operation  of  the 
plan  would  also  be  without  cost  to  OE 
under  an  tmproach  being  considered, 
whereby  the  escrow  agent  would  cover 
the  costs  it  incurred  for  administration 
and  pasrment  of  Interest  on  loans  not 
^igible  for  Federal  Interest  benefits  with 
revenue  from  the  “float”  of  loan  money 
it  held  prior  to  re-disbursement,  which 
would  have  to  be  Invested  in  accordance 
with  criteria  established  by  OE  and  the 
Department  of  the  Treasury.  Escrow 
agents  serving  different  geographical 
areas  would  be  selected  on  a  competitive 
basis.  Interested  persons  are  invited  to 
offer  suggestions  as  to  criteria  for  selec¬ 
tion  of  escrow  agents. 

The  interrelationships  between  lend¬ 
er,  borrower  and  the  Commissioner  would 
be  virtually  unaffected  by  implementa¬ 
tion  of  the  escrow  agent  plan.  The  rights 
and  obligations  would  be  affected  only 
during  the  period  of  Installment  re-dis¬ 
bursements  by  the  escrow  agent  and  then 
only  to  the  extent  of  the  escrow  agent’s 
responsibilities  to  make  Installment  dis¬ 
bursements  to  the  borrower  when  due, 
return  loan  proceeds  not  needed  for  edu¬ 
cational  expenses  to  the  lender,  prudent¬ 
ly  manage  the  undisbursed  money,  and 


pay  interest  to  the  lender  on  each  loan 
not  ellgttile  for  Federal  Interest  benefits. 

The  borrower’s  rights  under  the  FISLP 
remain  undisturbed,  since  the  escrow 
agent  plan  merely  ensures  that  the 
money  is  paid  to  a  borrower  who  is  a  stu¬ 
dent  and  who  will  use  it  for  educational 
expenses.  The  plan  does  not  increase  the 
cost  to  the  borrower  in  any  way  and  in¬ 
deed  will  reduce  his  interest  costs  in  the 
case  of  a  loan  not  eligible  for  Federal  in¬ 
terest  benefits.  The  borrower  also  bene¬ 
fits  under  the  plan  in  the  event  his  edu¬ 
cation  is  prematurely  terminated  for  any 
reason,  since  the  principal  of  his  loan 
obligation  is  automatically  reduced  if  he 
has  not  yet  received  all  of  the  loan  pro¬ 
ceeds. 

The  educational  institution  would  as¬ 
sume  the  new  administrative  tasks  of 
check  certification  and  transmittal.  How¬ 
ever.  most  educational  institutions  al¬ 
ready  receive  loan  checks  on  behalf  of 
borrowers,  thus  assuring  that  tuition  and 
other  fees  owed  to  the  institution  will  be 
paid.  Because  the  check  certification 
would  act  as  a  report  on  student  status, 
the  Student  Status  Confirmation  Report 
could  be  simplified  in  that  Information 
as  to  students  receiving  escrow  disburse¬ 
ments  might  not  be  required. 

Numerous  alternative  approaches 
have  been  explored  by  OE  as  a  means  of 
resolving  the  problems  occasioned  by 
the  present  method  of  loan  disbursement 
under  the  GSLP.  The  escrow  agent  plan 
appears  to  be  a  method  well  suited  for 
resolving  those  problems  within  the  ex¬ 
isting  statutory  framework.  In  the  de¬ 
velopment  of  this  escrow  agent  concept 
and  Its  application  to  the  FISLP,  meet¬ 
ings  and  consultations  have  taken  place 
with  lenders,  eligible  Institutions  and 
guarantee  agencies.  However,  it  is  im¬ 
portant  to  note  that  the  feasibility  and 
practicality  of  this  plan  are  still  being 
assessed  by  the  Commissioner.  By  this 
Notice  of  Proposed  Rulemaking  he  is  in¬ 
viting  interested  parties  to  communicate 
their  opinion  of  the  proposal  or  to  con¬ 
tribute  for  the  Commissioner’s  consid¬ 
eration  alternate  methods  of  dealing 
with  the  problems  discussed  above.  A 
proposed  comprehensive  revision  of  the 
GSLP  regulations  is  foimd  in  this  issue 
of  the  Federal  Register.  This  Notice  of 
Proposed  Rulemaking  regarding  the  es¬ 
crow  agent  concept  is  published  sepa¬ 
rately  in  order  to  call  attention  to  its 
unique  and  important  content.  The 
schedule  of  public  hearings  below  is  iden¬ 
tical  with  the  hearing  schedule  for  the 
proposed  GSLP  revision.  Parties  wishing 
to  present  their  views  orally  at  the  hear¬ 
ings  may  comment  on  either  or  both  sets 
of  proposed  regulations. 

Submission  op  Comments  and  Public 
Hearings  on  Proposed  Regulations 

1.  All  interested  persons  are  invited  to 
submit  written  comments  and  recom¬ 
mendations  concerning  the  proposed 
rules  or  alternative  approaches  to  desil- 
Ing  with  the  problems  occasioned  by  the 
present  patterns  of  loan  disbursement 
under  the  GSLP  to  the  Associate  Com¬ 
missioner,  Office  of  Guaranteed  Student 
Loans,  Office  of  Education,  Washington, 
D.C.  20202.  Hand  delivered  comments 
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may  be  delivered  to  Room  4636,  Regioiral 
Office  Building  No.  3.  Seventh  and  D 
Streets,  SW..  Washington.  D.C.  Such  re¬ 
sponses  to  this  notice  will  be  available  for 
public  inspection  on  Mondays  through 
Fridays  between  8  a.m.  and  4:30  p.m.  All 
relevant  material  received  on  or  before 
January  5,  1977,  will  be  considered. 

2.  All  interest^  persons  are  also  bore- 
by  given  notice  of  opportunity  to  present 
comments  and  recommendations  orally 
with  respect  to  the  proposed  rules  or  al¬ 
ternative  approaches  to  dealing  with  the 
problems  occasioned  by  the  preset  pat¬ 
terns  of  loan  disbursement  under  the 
GSLP  at  public  hearings  to  be  held  in  the 
following  places  on  the  dates  below  and 
commencing  at  9:00  a.m.  on  each  of  the 
days  specified: 

HEW  Auditorium.  300  Independence  Avenue, 
SW..  Washington,  D.C.,  November  30,  De¬ 
cember  1. 

John  P.  Kennedy  Federal  Building,  Oovram- 
ment  Center,  Boom  2003,  Boston,  Massa¬ 
chusetts,  December  2, 3. 

University  of  Illinois,  Circle  Campus,  Boom 
C-3,  Lecture  Center,  750  S.  Halsted  St., 
Chicago,  Illinois,  December  6, 7. 

Earle  Cabell  Federal  Building,  Room  7A23, 
1100  Commerce,  Dallas,  Texas,  December  9. 
10. 

University  of  San  Francisco,  University  Cen¬ 
ter,  Boom  413,  2130  Fiilton  Street,  San 
Francisco,  CaUfomla,  December  13,  14. 

U  S.  Post  Office  Auditorium.  18th  St  Stout 
Streets  Denver,  Colorado.  December  16,  17. 

3.  Any  person  desiring  to  present  his 
views  orally  at  any  of  the  scheduled  hear¬ 
ings  should  so  inform  the  appropriate 
representative  listed  below  no  later  than 
seven  (7)  days  prior  to  commencement  of 
the  particular  hearing  at  which  the  per¬ 
son  wishes  to  be  heard.  Reasonable  limi¬ 
tations  upon  the  length  of  time  allocated 
to  any  person  may  be  Imposed  and  per¬ 
sons  should  file  with  the  appropriate  of¬ 
fice  listed  below  ten  copies  of  all  prepared 
statements : 

Office  at  Guaranteed  Student  Loans,  U.S. 
Office  of  Education,  400  Maryland  Avenue, 
S.W.,  Washington,  D.C.  20202.  202-472-2840. 
Office  of  Guaranteed  Student  Loans,  U.S. 
Office  of  Education,  Post  Office  Box  8370, 
Boston,  Massachusetts  02114. 

Office  of  Guaranteed  Student  Loans,  U.S. 
Office  of  Education,  Post  Office  Box  8422, 
Chicago,  Illinois  60680. 

Office  of  Guaranteed  Student  Loans.  U.S. 
Office  of  Education,  1200  Main  Tower,  Dal¬ 
las,  Texas  75202. 

Office  of  Guaranteed  Student  Loans,  U.S. 
Office  of  Education,  11023  Fed^al  Office 
Building,  19th  and  Stout  Streets,  Denv^, 
Colorado  80202. 

Office  of  Guaranteed  Student  Loans,  U.S. 
Office  of  Education,  60  Fulton  Street,  San 
Francisco,  California  94102. 
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(Catalog  of  Federal  Domestic  Assistance  No 
13.460  Guaranteed  Student  Loan  Program.) 

Dated:  August  30, 1976. 

William  P.  Pierce, 

Acting/  U.S.  Commis¬ 
sioner  of  Education. 

Approved:  October  22, 1976. 

Marjorie  Lynch, 

Acting  Secretary  of  Health. 

Education  and  Welfare. 

Part  177  of  Title  45  of  the  Code  of  Fed¬ 
eral  Regulations  is  amended  as  fi^ows: 

1.  A  new  definition  is  added  to  §  177.11 
to  read  as  follotvs : 

§  177.11  Definitions. 

•  •  •  •  • 

(f)  “Escrow  agent”  means  an  entity 
which  has  been  designated  by  the  Com¬ 
missioner  to  receive,  on  behalf  of  student 
borrowers,  proceeds  of  loans  disbursed 
by  eligible  lenders  located  within  a  par¬ 
ticular  geographic  area  under  Subpart  F 
of  this  part,  and  to  re-dtsbrn-se  such  pro¬ 
ceeds  to  the  borrowers  as  set  forth  in 
Subpart  F. 

(20  U.S.C.  1082.) 

2.  A  new  paragraph  is  added  to  the 

§  177.57  dealing  with  disbursem^t  und^ 
the  Federal  Insured  Student  Loan  Pro¬ 
gram,  to  read  as  follows:  . 

§  177.57  Dishiirsement  of  loans. 

*  «  •  •  • 

(c)  Disbursement  by  a  lender  to  the 
borr&wer  through  an  escrow  agent.  Ihe 
Commissioner  may  direct  that  some  or 
all  eligible  lenders  located  within  a  par¬ 
ticular  geographical  area  disburse  loans 
insured  under  this  subpart  to  an  escrow 
agent  which  will  receive  the  proceeds  of 
the  loans  on  b^ialf  of  student  borrowers. 
Such  disbursements  shall  be  made  in  the 
following  manner: 

(1)  The  lender  shall  disburse  the  en¬ 
tire  loan  to  the  escrow  agent  through 
one  Instniment  and  give  contemporane¬ 
ous  written  notice  of  the  disbursement  to 
the  borrower.  The  borrower  shall,  how¬ 
ever.  be  liable  for  repayment  of  the  loan 
only  to  the  extent  that  it  is  re-disbursed 
to  him  by  the  escrow  agent  in  accord¬ 
ance  with  paragraph  (c)(2)(i)  of  this 
section. 

(2)  (i)  The  escrow  agent  shall  re-dis- 
burse  the  loan  to  the  borrower  by  trans¬ 
mitting  to  the  educational  institution  to 
be  attended  by  the  borrower  one  or  more 
Instnunents  payable  to  the  borrows. 
Each  such  instrument  shall  be  payable 
only  if  the  eligible  institution  for  attend¬ 


ance  at  which  ttie  loan  was  intended  cer¬ 
tifies  on  the  instrument  that  the  bor¬ 
rower  is  currently  matriculated,  or  will 
be  matriculated  at  the  time  indicated  by 
the  institution  to  the  lender,  as  a  student 
(as  defined  in  §  177,11),  If  this  condition 
is  satisfied,  the  institution  must  transmit 
the  instrument  to  the  borrower.  The  in¬ 
strument  must  be  endorsed  personal!  v 
by  the  borrower  (and  may  not  be  en¬ 
dorsed  by  an  eligible  institution  or  ai:- 
other  party  on  his  behalf) .  If,  when  sucli 
an  instrument  is  received  by  the  institu¬ 
tion,  the  borrower  is  not  matriculated 
(or,  if  priOT  to  the  academic  period  for 
which  the  loan  wsis  intended,  the  bor¬ 
rower  has  indicated  to  the  institution 
that  he  does  not  Intend  to  matriculate  > . 
the  institution  shall  return  the  instru¬ 
ment  to  the  escrow  agent  within  30  days 

(ii)  The  escrov^ agent’s  initial  re-dis¬ 
bursement  of  loan  proceeds  to  a  borrow¬ 
er  shall  not  be  made  earlier  than  is  rea¬ 
sonably  necessary  to  meet  the  purposes 
for  which  the  loan  is  made  and  in  no 
case,  except  as  approved  by  the  Commis¬ 
sioner,  earlier  than  30  days  prior  to  the 
date  on  which  the  borrower  is  scheduled 
to  matriculate.  A  re-disbursement  for 
the  purpose  of  a  required  resident  train¬ 
ing  portion  of  a- correspondence  course 
shaD  not  be  made  imtll  such  time  as  the 
student  commences  resident  training. 
The  frequency  and  amount  of  the  escrow 
agent’s  re-dlsbursements  shall  be  deter¬ 
mined  In  a  manner  to  be  prescribed  by 
the  Commissioner. 

(3)  If,  prior  to  re-disbursing  all  of  the 
proceeds  of  a  loan,  an  escrow  agent 
learns  that  a  borrower  has  not  matricu¬ 
lated  as  a  student  at  the  eligible  institu¬ 
tion  for  attendance  at  which  the  loan 
was  Intended  by  the  time  indicated  by 
the  institution  to  the  lender,  or  that  the 
borrower  is  no  longer  matriculated  at 
that  institution,  the  escrow  agent  shall 
return  all  of  the  remaining  proceeds  to 
the  lender  (or  the  subsequent  holder  of 
the  loan).  The  lender  shall  treat  such 
proceeds  as  a  downward  adjustment  in 
the  amount  of  the  loan.  The  escrow 
agent  shall  assume  that  a  borrower  is 
not  matriculated  if  an  instrument  of  re- 
disbursement  is  not  presented  for  pay¬ 
ment  ^thln  45  days  of  the  date  it  is 
sent  to  the  borrower,  or  to  an  institution 
on  his  behalf. 

(20  U.S.C.  1077, 1079,  1082.) 

3.  (If  the  above  provisions  are  adopted, 
various  technical  and  conforming 
changes  will  be  made  to  other  parts  of 
Part  177.) 

{FR  Doc.76-32309  Filed  ll-4-76;8 :45  am] 
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